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HIGHLIGHTS

Unless otherwise noted, information provided below relates solely to our continuing operations located in the

United States and excludes our discontinued New Zealand operations. |
\

Financial data in thousands except pershare amounts and ratios; prices received exclude the effec’rsiof our

hedging activities. ‘
|

2007 2P0<5
Revenues from Continuing Operations $654,121 $550.j836
Costs & Expenses $409,565 $302,528
ncome from Continuing Operations $152,588 515],974
|
Earnings per Share (Continuing Operations)-Basic $5.09 $5.16
Farnings per Share (Continuing Operations)-Diluted $4.98 35‘.03
fotal Assets $1,969,051 $1,585,682
Working Capital 5¢(10,211) $(61.688)
Current Ratio 0.95 _ q.58
Long-Term Debt $587,000 $381,400
Stockholders’ Equity $836.054 $797,?1 7
Return on Assets i
(Income from Centinuing Operations / Average Assets) 8.6% 10‘.8%
Return on Stockholders’ Equity ‘
(Income from Continuing Operations / Average Equity) 18.7% 21!.5%
. |
Cash Provided by Operating Activities-Continuing Operations $442,282 $383,?41
lotal Domestic Production (MBoe) 10,617 9,:}449
Domestic Natural Gas Production (MMcf) 16,782 13.604
Domestic Qil & Condensate Production (MBbls) 7.045 6.?21
Domestic Natural Gas Liquids Production {(MBbls) 774 460
i
Average Composite Prices Received (5/Boe) $61.49 $56.89
Average Natural Gas Prices Received ($/Mcf) $6.42 $6.44
Average Oil & Condensate Prices Received ($/Bbl) §71.92 $64.28
Average Natural Gas Liquids Prices Received ($/Bbl) 549.72 $38.70
[otal Domestic Proved Reserves (MBoe) 133.781 1 18,%108
Domestic Proved Natural Gas Reserves (MMcf) 343.798 269,‘661
Domestic Proved Qil. NGL, & Condensate Reserves (MBbI) 76,482 73.‘465
Weighted Average Shares Qutstanding 29,984 29,:265
Year-End Shares Outstanding 30,179 29.743
Number of Shareholders of Record 231 252
Number of Shareholders in Street Name (estimated) 19,630 23.300
Market Price of Common Stock at Year-End 544.03 $44.81
Price-Earnings Ratio ‘
(YearEnd Stock Price / EPS (Continuing Operations)~Basic) 8.7 8.7
Number of Domestic Employees 298 272
See page 35 regarding the forward-locking statements in this report.
See page 78 for a glossary of abbreviations and terms.
FOR ADDITIONAL INFORMATION, PLEASE CONTACT:
Scott Espenshade 1
Director-Corporate Development & Investor Relations Phone: (281) 874-2700 or (800) 777-2412
Swift Energy Company Fax: (281) 874-2726

16825 Northchase Drive, Suite 400 E-mail:  info@swiffenergy.com
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The Value of
EXperience

one of the first things anyone
should know about Swift Energy
_ompany—besides the fact ihat
ve are an independent oil and
yas company headquartered in
Houston, Texas—is thai we have
heen around for o long time. As
ve look back at our 28-year his-
ory, we take pride in the tenacity
ve exhibited in weathering many
urbulent events within our in-
Justry. When our founder, A. Earl
Swift, first opened our doors back
N late 1979, oll and gas prices
vere strong and supplies were
ight, much as they are ioday. We
vere barely seven years old when
il prices fell off a cliff in 1986, spi-
aling down to historic lows from
vhich our industry took nearly
wo decades fo fully recover. i
~vas a frial by fire in which over
35% of our competitors went out
of existence.

Me not only survived that ordeal,
ve praspered, and today we are
one of the top 50 oil and gas
~ompanies in the United States in
erms of total assets. Af the end of
2007, we had approximately $2 bil-
ion of assets and the equivalent
Sf 134 million barrels of domestic
syroved oil and gas reserves (MM-
3oe), almost all of which are lo-
cated along the onshore and in-
and water areas of the Louisiana
1nd Texas Guif Coast.

tis important o understand our
Tistory, because with that history
comes some  hard-won  experi-
snce, and that experience has
/alue, It takes time o build o
sense of mission info an organi-
ration; it takes time to assemble

he knowledge and capabilifies
sisielsie O X6 e (] gledgy:

and it takes time to instill o strong
sense of values into an organiza-
tion's culture. Over the last three
decades, we've done all of those
things, and precisely because vi-
sion, capabilities, and values take
a lot of time and effort o create,
they provide us with a sustainable
source of competitive advantage
going forward.

Year-End Domestic Proved
Oil & Gas Reserves (MMBoe)
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MISSION AND GQALS. Take our
mission, for example. We've al-
ways said that we are ¢ natural
resource  company committed
to achieving efficient, susicined
growth in the volume and value

of our proved oil and gas reserves.

it's one thing o say that reserves
crowth (s our mission. and it's an-

other fo achieve reserves growth
consistently over a long period of
time. From our inception, we've
been able to increase our proved
reserves per share of common
stock at a compounded annual
rate of 18% per year and our pro-
duction per share at a rafte of
31% per yec::r| Of course, as we
get larger, maintaining high rates
of growth begcomes increasingly
more difficult. In 2008, our goal is
fo increase our domestic proved
reserves by 5% to 9% and our do-
mestic production by 10% to 15%.

Although we focus on growth—in
reserves, production, cash flows
and earnings—it isn't the only
thing that matters to us. Our
mission statement also

says that we will

maintain  high
stondards  for
ethical  con-
duct, for the
protection of health and safety,
and for the preservation of envi-
ronmental quality. Moreover, we
are constantly working on improv-
ing the quality of our reserves, in
addition fo focusing on growth
in overall quantity. Our mission
statement says that we will seek
o oplimize stakeholder value b
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oil and gas properties—properties
with diversified production profiles
and an assortment of growth op-
oorfunities covering a range of
isks and potential rewards. This
cortfolio approach is one of the
easons we have been able to
orosper during both good times
and bad. In 2007, we rebalanced
our portfolio, acquiring additional
oroperties in South Texas and sell-
ng preperties in New Zealand's
[aranaki Basin. The agreement
o sell our New Zealand assets
Jualifies those assets to be treat-
>d as discontinued operations,
and they are represented as such
‘hroughout this report.

3USINESS STRATEGY. Experience
1as faught us that building and
naintaining a balanced portfolio
also requires @ balanced strat-
=gy. Our strategy is based upon
o mix of exploratory and devel-
opment drilling and  producing
oroperty acquisitions, with a con-
inual rebalancing of the specific
mix of drilling and acquisitions in
esponse to changing industry
“onditions and strategic oppor-
unities.

Our operations are generally fo-
cused in three regions—South
ouisiana, South Texas, and To-
edo Bend, a region spanning
he Texas-Louisiana border. Within
=ach of these regions are one
or more key properties that give
1s a strong base for developing
he surrounding area. These in-
clude our Lake Washington and
3ay de Chene properties in South
ouisiana, our AWP Olmos and
_otulla properties in South Texas,
and our Austin Chalk and South
3earhead Creek properties in the
[oledo Bend Region.

Over the last several years, we
ave been focusing primarily on
south Louisiana, and during the
ast three years, we have grecil
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Production (MMBoe)
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enhanced our capabilities in that
region by assembling and repro-
cessing a database of three-di-
mensional seismic data covering
over 4,000 square miles. For 2008,
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Cash Provided by Operating
Activities-Continuing
Operations ($ Millions)

we have prepared a $425 million
to $475 million capital budget
(excluding any acquisitions) that
we believe will enable us to take
advantage of the knowledge and
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Five-Year Cumulative Equity

Increases
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gether for South Louisiana.

Cur ongoing drilling program i

complemented by our acquisi

tion activities. We continually re

view opportunities to purchas

strategic producing propertie

whose performance ca

be enhanced by ou

technical skill an

experience ©

through im

proved operatin

efficiencies. In 2007, we acquire

our Cotulla properties in the Sout

Texas Region—ao property that w

believe has significant potentia
for future growth.

PERFORMANCE COMPARISON. W
focus on growth in the volume an
value of our proved reserves b
cause we believe that is the bes
way o create value for our stak
holders. Qur policy has alway
been o reinvest our cash fows)
rather than pay cash dividends, i
order to promote long-term growt
in the value of our commo
stock. Although indus
fry cycles ca
have « sub
stantial impac
on  yeartoyed
performance, we have achieve
significant growth in shareholde
value in recent years. At the en
of 2007. the five-year cumulativ
growth in our yearend stock pric
was 355%, comparing favorabl
with the five-year increases in th
AMEX Qil Index (249%). the Russel
2000 Index (100%). the S&P 50
index (67%), and the Dow Jone
Industrial Average (59%).

INVESTOR INFORMATION. Ou
common stock has bee
tfraded under the sym

bol *

New York Stoc
Exchang

(NYSE) sinc

1991,
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The Vclue ofVision

N the business world, we hear o
ot of talk about the importance
of "vision,” but in tha competitive
ervironment of today's oil and
gas industry, where practical con-
sequenceas ride on every decision,
some could ask, "What is a vision
really worth?” We've been in this
cusiness for more than a quar-
fer of a century, and during that
time, we've learned that o com-
mitment to a vision can become
a crifical intangible resource—a
major source of future productiv-
ity embedded within the hearts
and minds of our employees. It
s a driving force that simuitane-
ously fouches our emotions and
focuses our intellect, and it is one
of the pillars of sustainable com-
pelfitive  advantage—something
that is both hard fo create and
difficult to duplicate.

Vision has value because it de-

fines an organization’s purpose. It
answers two basic gquestions that
every organization must address:
what do we do, and why do we
do it? At Swift Energy, our vision is
founded on two sweeping trends
that are reshaping the world. The
first is the transformation of world
energy supplies. We have a glob-
al economy that runs on oil, and
world crude oil supplies are not
keeping pace with demand. The
second is the advent of the digital
age, bringing with it a new knowl-
edge-based economy. Put simply,
our vision is fo use state-of-the-art
technical knowledge to help sup-
ply the world with energy.

This vision guides the way we car-
ry out our more specific mission as
an oil and gas company, which
is to increase the volume and
value of our proved oil and gas

timately must create value for our
stakeholders, and we accomplish
that task through reserves growth,
believing that growth in reserves
holds the key to growth in produc-
tion, revenues, and earnings.

As we point out elsewhere in this
report, we have successtully ac-
complished this mission through-
out our history, and the last five
years are no exception. Excluding
our New Zealand activities, which
are being discontinued after our
recent agreement to sell those
properties, we've been akle fo
increase our domestic proved re-
serves gt a compounded five-year
growth rate of 6% per year. This
has allowed us to increase our do-
mestic oil and gas production by
13% per year over that same fime
frame, which in turn has allowed
us to increase our cash flows from
continuing operations at a rate
of 51% per year and our diluted
earnings per share from continu-
ing operations at a rate of 79%
per year. With these successes,
our yearend stock price over the
last five years has increased af an
average annual rate of 35%.

These kinds of results flow natu-

fies we've dev:‘eloped in pursuit of
our vision onq mission. The main
reason we've seen crude oil pric-
es neatly Tnp;e over the last five
years is that onI and gas resources
are becomlng increasingly dif-
ficult to find ond produce, par-
ficularly in fhe record amounts
that our growing global economy
requires. The difficulty of the task
is compounded by a lack of intel-
lectual infrastructure within our
industry, as years of underinvest-
ment have mew’robiy led to a
shortage of sleed workers. Com-
panies that succeed in this alle|al\¥
challenging environment will be
those that de\‘/elop a competitive
advantage in professional knowl-
edge and ’reghnicol capabilifies,
and that's premsely what our vi-
sion mondo’res that we continue
to do.

With this in mind, we've spent a tot
of fime and effort in recent years
building a proprietary knowledge
base that will serve as the foun-
dation for future growth. At the
core of that knowledge base is
over 4,000 square miles of three-
dimensional seismic data cover-
ing a significant portion of south-
ern Louisiana! We view this region
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»er of challenges, but it is also @
remium market that offers the
botential for higher-than-average
yperating margins.

Dur focus on South  Louisiana
s part of a longterm strategic
ransition. In the mid-1990s, most
>f our production came  from
atural gas, but today the major-
ty of our production comes from
>rude oil and natural gas liquids.
Nith U.S. oil production peaking in
1970 and undergoing more than
hree decades of decline, finding
ew oil production in the United
tates is not an easy thing o do,
>ut we chose 1o focus on oil be-
cause it brings higher than aver-
age rewards, particularly in South
ouisiana.

Dur approach in South Louisiana
a5 been to acquire three-dimen-
sional seismic dafa from several
sourceas, including our own pro-
Srietary surveys, and merge that
Jata together into integrafed da-
asets. Bringing the data together
creates synergies that significant-
y improve the quality of all the
nformation. We then combine
hat seismic information with digi-
ized geological data obtained
rom previous welis. The result is
1 coherent picture of the subsur-
ace environment that gives our
Nighly skilled geoscience profes-
sionals a unique understanding
>f the opportunities available for
sreating new value. One could
say that we are mapping out an
=ntirely new geography beneath
he surface of the earth, and this
ew geography is located in one
>f the most prolific ol and gas bo-
5ins in the world.

Building  this  knowledge base
Nas been an ongoing, multivear
Jndertaking  involving  consider-
able expense, and exploiting the
<nowledge we've gained has also
equired many other investments
or future growth, inciluding invest-
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proved and unproved teasenold
acreage, prospect development,
and facility improvements. A sig-
nificant portion of our knowledge
base is now ready for use, and
many of the other required invest-
ments have already been made,
including some important facility
improvements that are now near-
ing completion.

At the same fime, we have rebal-
anced our porifolio through the
acquisition of some exciting new
properfies in South Texas and the
sale of our properties in New Zeo-
land. Qur new Cotulla acquisi-
fion in South Texas builds upon
our many yeaors of successful ex-
perience in that region, and the
strategic decision to sell our New
Zealand assefs results from the
recognition that our New Zealand
properties were not competing
well on a comparative basis with
our domestic assets. Therefore, in
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New Zealond assets and focus o
our domestic strengths. This dec
sion, which resulted in a nen-cas
loss of $4.29 per diluted shan
should enhance our sharehold
value and improve our overa
market evaluation,

Vi At bed e bd T APV AT

With this foundation in place, w
think we are now poised for seve
al more years of outstanding pe
formance. In our South Louisian
region we are clready benefitin
greatly from our maturing geosc
ence databases. Currently o
crown jewel in the region is in
Lake Washington Field in Piaqu
mines Parish, which produce
from multiple stacked layers
Miocene sands surrounding
salt dome. In our early drilling i
this field, we focused on relativel
shallow targets based on geclo
ical data from previcus wells, b
with our new geoscience dat
bases, we have the confidence t

00 g2 04 co 08

CUIRQL 272642003
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ofen’nol for adding new reserves.
Me are now imaging and map-
oing unfested deeper structures,
ncluding high-potential subsalt
srospects. At the same time, we
rave the comfort of knowing that
many of these same deeper pros-
bects also have a high probabil-
ty of accessing low-risk targets af
hallower depths,

Ne believe thai this approach
vill help us continue our produc-
ton growth in South Louisiana
vhile simultaneously increasing
ur proved reserves for a lower
ser-unit cost. Our costs of add-
ng reserves were higher than we
dlanned in 2007, in part because
f the  afcrementioned  invest-
nents in acreage, prospects, and
acilities, but those investments
vill help provide us with reserves
yrowth for many years info the fu-
ure. In particular, the approach-
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fton processing fc:cm’ry in Lake
Washingfon will remove some key
production capacity limifations
that had prevented us from tar-
geting new reserves in areqs thai
were previously constrained. The
bottom line is that everything is in
place to undertake an aggressive
drilling programin South Louisiana
during 2008 that has the potential
o increase our proved reserves in
a very significant manner.

We anticipate that our 2008 drill-
ing program not only will add
new producing wells, but also will
position us for future production
growth by adding to our invento-
ry of proved undeveloped drilling
locations. Each year as we drill
wells, we bring a significant por-
tion of our undeveloped reserves
info production, and we add
new undeveloped locations to
replace those that we've drilled.
About 40% of the current
value of cur undeveloped
reserves has been added
within the last two years.
The replenishment  of
our drilling inventory with
these developmental op-
poriunities is one of the
important reasons we've
been able to consistently
increase  our production
for almost three decades.
To use a manufacturing
anatogy, our development
opportunities  constitule
our work-in-process inven-
fory of unfinished goods.
They are one of the rea-
sons we have confidence
that we can reach our pro-
duction godils in 2008 and
beyond.

The knowledge-based ap-
proach fo reserves and
production growth that
we are employing in South
Louisiona will glso provide
us with a model for build-
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such exomple'. Qur new Cotull
acquisition gr'eo’rly expands thi
region, which prevrously held onl
our AWP Olmos Field in McMul
fen County. Lllfe AWE the Cotull
properties primarily produce fro
the tight Olmos sands for whic
we have develloped a drilling an
production expertise that give
us a compe’rm\/e edge for operat
ing in the entire region. Over th
longer ferm, we are launching
preliminary  seismic  acguisitio
program Thcﬁ‘we anticipate wil
lead o the development of a
additional integrated seismic an
geologic database over anothe

large area. |

All of these dctions are guide
by our vision‘ and values. W
use advanced technical know!
edge fo do difficult jobs, creatin
a competitive advantage tha
builds vaolue for our stakehold
ers. We have }on organization o
ochievers-—skillled people wh
want a chollenge and have th
confidence needed to reac
lofty goals. Wé ve creafed a lo
of value for our stakeholders ove
the years, and !we are in an excel
tent position ’ro create more vailu
going forword In 2008 and th
years that follow, we believe wi
will continue }o build upon ou
track record of success. As we d
so, the value of our vision will be

|
come even m@re clear.

Terry E. Swift
Chairman and Chipf Executive Officer,
Swift Energy Compginy
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SHAREHOLDER
VALUE

The Value of a
Balanced Portfolio

Since 1991, the first year Swift En-
ergy was listed on the New York
Stock Exchange, our sharehold-
ers have enjoyed significant ap-
preciation of their investment in
Swift stock. From yearend 1991
through year-end 2007, our com-
mon stock grew at an average
compounded rate of 13.3% per
year. That's better than the Dow
Jones Industrial Average, the Rus-
sell 2000 Index, the S&P 500 Index,
or the AMEX Ol Inciex.

Two other important measures of
shareholder value in the oil and
gas industry are growth in proved
reserves and growth in produc-
tion. After setfting record highs in
our domestic production for five
years in a row, we have replaced
more than 187% of what we pro-
duced during those years. For
2007, we replaced 245% of our
domestic production, illustrating
that we're not merely keeping
pace but that we're setting the
stage for future growth.

If we had to put our finger on the
basic approach that has led fo
this success. it would be our striv-
ing for balance in all that we do.

A healthy balance involves a port-
folic of investments whose spe-
cific mix varies as circumstances
change. Our tandem approach
to reserves growth through drilling
and/or acquisitions is one such
example. While we mainfain a
balaonce between the fwo over
the long term, during some years
we've grown 100% through drilling
and in other years 100% through
acquisitions, depending on prod-
uct prices and strategic oppor-
tunities. Using inherent industry

cycles to our advantage.
we generally focused on
organic growth through
drilling when prices were
high and on stiategic
growth through acquisi-
tions when prices were
tow. From 2005 through
2007. however, our em-
phasis on acquisitions
and drilling has been
more evenly split on an
annual basis as the pric-
ing environment has re-
mained strong and U.S. ol
and gas resources have
matured. In this environ-
ment, we focused on drill-
ing while simultaneously
seeking strategic acquisi-
tions of producing prop-
erfies that would benefit
from economies of scale
and that take advantage
of our technological skills
honed in specific fypes of
formations.

The composition of our reserves
is another area where we create
value by building a balanced
porifolio. As oil prices have risen
over the past few years, we've shift-
ed our emphasis to hydrocarbon
liquids. with crude oil and natu-
ral gas liguids comprising 57% of
our year-end domestic reserves in
2007 and natural gas comprising
A3%. in 1998 when the average
price we received for barrel of
oil was $11.86—far below the lofty
heights of today—our domestic
reserves were 81% natural gas.

Our balance between proved
developed, proved undeveloped.
probable, and possible reserves
represent the balance struck be-
tween immediate rewards and
building for the future. At year-
end 2007, our domestic proved
reserves were 48% developed
and 52% undeveloped, demon-
strating our commitment to main-
taining cash flow while laying the
foundation for long-term growth.

7

For 2008, our strategic goals for
strengthening shareholder value
include increasing production
from contfinuing operations Ly
10% to 15% and proved reserves
from confinuing operations by 5%
to 9% over 2007 levels. Additional-
ly, we aim to improve our margins
by controlling both finding and
development costs and operat-
ing costs relative to oil and gas
orices. We expect the increased
concentration of our operations
in anchor fields in Louisiana and
Texas to enable us to better lever-
age our fechnical skills while more
efficiently controlling costs.

Our level of operational control
will also help us in this regard.  As
2008 began. we had operational
control of 96% of our proved oil
and natural gas reserves base,
which will allow us fo more ef-
fectively manage production,
allocate capital, pursue field de-
velopment, and ultimately create
value for our shareholders.



The leue of
Knowledge

ouring the four years since we
began  building large  infegrat-
>d geoscience databases for
ur South Louisiana Region, our
cnowledge of the region’s sub-
surface structures has increased
>normously and significantly re-
Juced our risks in searching for
ew pools of crude oil and natu-
al gas.

As shown in the accompanying
nap (page 10), South Louisiana
s one of three domestic regions
n which we conduct cil and gas
operations. A second region is lo-
cated in South Texas and a third
one, identified as Toledo Bend,
spans the Texas-Louisiona bound-
ary. During 2007, we discontinued
operations in our only interna-
ional region, which was located
within the Taranaki Basin on New
7ealand’s North Island. Therefore,
oxcept for a brief discussion of
New Zecland, the information
presented in this section pertains
only to our continuing (i.e., do-
mestic) operations.

South Louisiana currently holds
over one-half of our company’s
oroved ol and  gas  reserves
and confribufes approximately
three-fourths of our production,
both largely attributable fo the
region’s Lake Washington Field
which we acquired in 2001, South
Louisiana is also the region that
has presented us with the great-
ast potential for new discoveries
in recent years. Recognizing this,
we began in 2004 to assemble
sets of three-dimensional seismic
data for the region, both from our
own proprietary seismic surveys
and through purchases of exist-
ing data from geophysical com-

atalalls A atdatallil=ta

the data to create integrated seis-
mic databases for all our South
Louisiana fields and surrounding
areas. We also began integrat-
ing the resulling databases with
digitized geological information
based on all available welHog
data for the same areas, thereby
assembling the maost compre-
hensive and up-to-date merged
geoscience databases possible.
Finclly, we are processing the
databases using state-of-the-art
methodology on banks of super-
computers. The ultimate products
are three-dimensional visual im-
ages of subsiructures beneath
Louisiana’s onshore and inland-
water areas shown in more detail
than ever seen before and entire-
ly proprietary to Swift Energy.

By early 2007, we had assembled
over 40 different seismic data-
sets that cover more than 4,000
square miles of the onshore and
inland waters of the Louisiana
Gulf Coost (see map on page
12), and we had already used
preliminary data in 2005 to iden-
tify and successfully drill two pros-
pects in Lake Washington, one
of which (Newport) has led to a
number of high-producing de-
velopment wells. Ever since then
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only to identify exploratory pros-
pects, but also to guide much of
our developmeni drilling. which
includes exploitation wells that
target probable and possible re-
serves, Converting such reserves
to the proven icofegory is an im-
portant step in increasing our re-
serves base and one that we plan
to vigorously pursue throughout
2008 and beyond.

While our seisrnic studies thus far
have been confined to South Lou-
isiang, it is anticipated that build-
ing integrated geophysical and
geological databases will be-
come a standard mode of opera-
tion throughout the company's
areas of operation. In particular,
we made a substantial property
acquisition in South Texas during
2007 (the Coftulla acquisition),
and we have already begun
sfudies to determine which of the
new fields should be supported
by similar database efforts.

South Texas has been an impor-
tant region of operation for our
company for many years, as has
Toledo Bend. All three regions of
operation have resulted from our
longterm strategy of acquiring
controlling (often 100%) working
aHlelielHellele [0 DIO)-




=rles wilnh signineant Upside po-
ential—frequently with multiple
jeological horizons—and subse-
Juently exploiting the properties
hrough drilling. With the regions
eparated  geographically and
roducing from different reservoir
rends, we maintain a balanced
eserves base that is crifical for
sustained long-term production.

At yearend 2007, our proven
Jomestic reserves fotaled 133.8
MIMBoe, an increase of 13% from
rear-end 2006 due to the Cotulla
ycquisition and our 2007 drilling
yctivities. The reserves (51.8% un-
Jeveloped) were comprised of
»7.2% oil and natural gas liquids
NGLs) and 42.8% natural gos.
south Louisiana’s reserves were
5.8% oil and NGLs and repre-
sented 55.0% of the company’s
otal reserves; South Texas' re-
serves were 61.8% natural gaos
nd represented 29.3% of the
ofal; and Toledo Bend's reserves
vere 65.4% oil and NGLs and rep-
esented 14.5% of the fotal.

Juring 2007, our domestic produc-
fon fotaled 10.6 MMBoe, a 12.4%
ncrease above 2006 production.
Of the total, South Louisiana con-
ributed 76.8%, South Texas 14.3%.
nd Toledo Bend 8.2%.

Dur goals for 2008 are to increase
ur yearend proved reserves by
Y% to 9% and our production by
10% to 15% through drilling activi-
ies that could include as many
1s 90 wells. To accomplish these
joals, we have an estimated
2008 capital budget of $425 mil-
ion to $475 million, with approxi-
nately two-thirds allotted to South
ouisiana.

Dur 2007 capital expenditures
otaled $650.6 million, including
o $252.3 million expenditure that
~as mainly for the Cotulla acqui-
sifion. During the year we drilled
56 wells with 61 successes, for a
success rate of 88%. Included

arnenyg IMe oY wells Weltc live ©A-
ploratory wells in South Louisiana,
two of which were successful.

Al yearend 2007, we had infer-
esfts in 1,218 producing wells in
these three regions. We served as
the operatar of 1,091 wells, which
gave us operational control of
Q6% of our proved oil and natural
gas reserves base.

SQUT LU AN

In our South Louisiana Region we
have inferests in producing prop-
erties located in eight oil and/or
natural gos fields scattered along
the Gulf Coast from Plaguemines
Parish westward to Cameron Par-
ish. As is our general practice, the
acquisition of each property was
preceded by careful study by our
technical staff to determine the
prerequisites for increasing the
field's production. As a festimony
to our success, the region ac-
counted for 81% of our fotal do-
mestic oil and gas sales in 2007,
an amount boosted by the fact
that we receive premium prices
owing fo the high quality of the
crude oil and naiural gas from
this region.

Our largest operation in South
Louisiana is in the first field we
acquired—the Lake Washington
Field located in inland waters in
the northwest of Plaguemines
Parish. Following our purchase
of interests in that field in 2001,
we dcquired interests in two ad-
difional inland-water fields at
the end of 2004—in the Bay de
Chene Feld located along the
common boundary of Jefferson
Parish and Lafourche Parish and
in the Cote Blanche Island Field in
St. Mary Parish. When purchased,
all three fields were producing
predominantly crude oil from
multiple stacked Miocene sand
layers that radiate outward and
downward from the surface of a
centrally located salt dome.

g
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in five new South Louisiana fields!
Bayou Sale, Horseshoe Bayou
and Jeanerette in St. Mary Parish
Bayou Penchant in Terrebonng
Parish; and High Island in Cam
eron Parish. All lond-based, these
fields were producing predomi
nantly natural gas from several
different formations.

cg Yestogion In the words
of our chief executive officer Terr
Swift, "Lake Washington is current
ly the most exciting field that Swi
Energy owns, and we expect it t
be the crown jewel of our portfo
lio for many years’”

When we purchased our initigl
properties in the field in 2001
the associated reserves were 5
fimated ot 7.7 MMBoe. By year
end 2007, with additions from a
2006 acquisition, fhe reserves
which are 92.1% oil and NGLs
had increased to 36.4 MMBoe, o
fo 27.2% of the company’s tota
reserves. Approximately one-hal
of these reserves (17.9 MMBoe)
were undeveloped.

Also at purchase, the propertie
were producing less than 1,00
gross barrels of oil per day, where
as during 2007, they produced a
an average rate of approximatel
18.000 Boe per day. In 2007 the
contfributed 6.6 MMBoe, or 62%, 0
the company’s total production.

Lake Washington, which cover
32,075 net acres, is a highly fault
ed field, with the stacked Miccen
sands confained in hundreds ©
isolated reservoirs (fault blocks)
Many of the fault blocks abut ih
field's central salt dome, while oth
ers are located several miles awa
from the dome. The salt dome it
self has surface depths that var
from 1,200 feet at its peak down
about 14,000 feet, and the inlan
waters covering the field vary |
depth from about 2 feetf to 12 feet
Drilling and completion activitie



SOUTH TEXAS

Briscoe Ranch
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are conducted with barge-based
igs and are greatly facilifated with
oday’s technological advance-
nents, including measurement-
~hile-drilling tools that indicate
he drill bit's precise location at all
imes and compleiion techniques
‘hat maoximize hydirocarbon recov-
=ry during production.

n order to recover the hydrocar
oons in an individual fault block,
one or more wells must be drilled
~vthin the fault block. The hy-
drocarbons are typically found
rapped in the highest regions of
he stacked sand layers, i.e. those
zlosest to the salt dome, and for
he fault blocks abutting the sal
Jome, this frequently means an-
jling the well bore down the side
of the dome so that it penetrates
he successive layers of sand at
heir highest points. The individual
sands are generally identified by
etters of the alphabet, with some
wamed for the depths at which
hay were first discovered.

Over Lake Washington's history,
nore than 1,000 wells have been
Jrilled in the field, and its produc-

LOUISIANA

Swift Energy’s

tion to date has exceeded 300 mil-
lion Boe. Since we assumed oper-
ations in the field, we have drilled
195 wells with a 77% completion
rate, found over 70 productive
sands, and made completions in
39 pay zones with an average of
140 feet of net pay in completed
wells, Primarily because of our
Lake Washington drilling, we are
currently the most active drilling
company in South Louisiana and
the state’s largest crude oil pro-
ducer.

Most of our Lake Washington pro-
duction to dote has come from
relatively  shallow wells drilled
down to approximately 6,000 feet
aond, prior to 2005, was based
almost  wholly on geological
dota. These wells, targeting the A
through K series of sands in fault
blocks varying in size from 5 acres
to 200 acres, generally have ini-
tial average production rates of
approximately 200 Boe per day.
In 2002, our first full year of opera-
tion in the field, we completed 23
of the 27 shallow wells we drilled.

In 2003, our Lake Washington drill-

: 'y@mvbw

ing program ¢ontfinued with 52
development iwells (42 comple
tions) and six exploratory wells
(five completions) and expansio
into new areas|around the dome
One successful exploratory wel
was drilled to ¢ depth of approxi
mately 8,000 faget on the untested

west side.

With the potential of the Lakg
Washington Field becoming in
creasingly apparent, we made
the strategic decision in 2003 to
move toward a seismic-based
drilling program. Accordingly. i
2004 we curtdiled our drilling fo
30 wells (70% completed) and
conducted a three-dimensiond
$EisMIcC survey over our entirg
55-square-mile Lake Washingto
areq. Our focus was on depths of
6,000 feet to 12,000 feet, a range
that we consider to be intermedi
afe sands, bul also one that we
anticipated would help us iden
tity exploratory targets at deepe
depths. where we suspect tha
large accumulations of natura
gas exist.

The Lake Washington three-di



nensional seismic  survey  was
only a first step in our seismic data
acquisitions. With our expansion
beyond Lake Washington into
other South Louisiana fields, our
acquisitions of seismic data have
exploded and all of our South
Louisiana drilling is now based on
the analyses of geoscience da-
fabases that contain integrated
seismic and geological data.

In Lake Washington, we immedi-
ately benefited from the earliest
analyses of the data in 2005. The
results not only guided our over-
all drilling fo intermediate sands,
which yielded initial well produc-
tion rates of 300 Boe to 500 Boe
per day. over time they reduced
the risks associated with the pro-
gram. Moreover, we identified
and drilled our first exploratory
prospects based on the data: the
Newport prospect and the Bondi
prospect, both reaching new pro-
ducing sands at depths between
approximately 10,300 feet and
12,700 feet. Altogether, we drilled
32 Lake Washingfon wells in 2005
with a 66% success rate, including
Newpgoll ge-

lineation well af o depth of 12,736
feet that hit three pay sands and
had combined initial tests in two
sands of 7.429 barrels of oil per
day and 5.5 Mcf of natural gas
per day.

We have continued o develop
the Newport prospect, which is
responsible for a large fraction of
our current Lake Washington pro-
duction. Qur 2006 Lake Washing-
ton program, in which we drilled
21 wells with an 86% success rate,
included six successful Newport
delineation wells (two nonoper-
ated) with depths ranging down
to 16,488 feet, and our 2007 pro-
gram, in which we drilled 22 wells
with an 82% success rate, includ-
ed five Newport wells. In 2008, we
plan to drill up to 27 wells in the
field, focusing primarily on the un-
derexplored intermediate depths.

As we continue with our 2008
Lake Washington drilling. the geo-
science database that includes
Lake Washington has undergone
numercus analyses that are al-
fowing us to create new geogio-

ohy at deeper depths in g field

that had already been consid
ered to be mature (see geosci
ence database discussion be
low). With our three-dimensiona
subsurface imaging, we are see
ing better definition of the salt sur
face and the faults thai providg
the containers to hold hydrocar
bons. We have also found highl
productive sands such as thosg
found at Newport. In addition, we
have more accurate imaging o
the salt-sediment interface tha
allows us fo drill closer fo the sal
dome to beiter exploit the “at
tics” of some sands. And we ca
see poteniial drilling targets un
derneath the salt, which can bg
reached either by drilling throug
the salt or under it with a highl
deviated wellbore.

In the majority of the 2008 wells
we will be targeting probablsg
and possible reserves, with the in
tent of converting them fo proveg
and producing reserves. The risks
associated with targeting thess
nonproved reserves will be sig
nificantly mitigated both by ou
increasing knowledge of the sub
surface and by the fact that wg
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also will often target proved re- loading facility for fransporting oil  pressures. The new Westside Facil
serves in the same wellbores. to additional markets. ity will provide the platform spac
for the Newpor} pressure mainte
In the meantime, we continue to When completed, these improve- nance project.
build our inventory of drilling loca-  ments had increased the field's
tions in the field. At yearend we  processing capacity to approxi-  We have demonstrated the viabil
had 113 proved undeveloped lo-  mately 28,000 barrels per day, but ity of the pressure maintenanc
cations for targets ranging from  rapid expansion of the produc- project by introducing a wate
3.000 feet to 13,000 feet deepand  ing area had already forced us  injection well down dip from
were assessing deeper targets.  to plan for the addition of a new  producing well (CM#222) whos
The lengthy permitting process re-  processing facility on the west  initial production rate and reser.
quired prior to drilling has already  side of the field. The new facility, voir pressure hod both decline
been completed for many of our  scheduled to be commissioned through normal depletion. Follow
proved undeveloped locations. in Mid-2008, will increase the pro- ing injection, the reservoir pres
cessing capacity another 10,000  sure returned and the productio
To accommodate our increasing  barrels per day and will also help  rate surpassed its original rate
Lake Washington production, we  us optlimize the field for better Reservoir simulation efforts esi
have carried out numerous infra-  overall productivity. mate that the increased recover
stfructure upgrades io increase for the well will be 400 MBoe t
fhe field's processing and deliv-  In addition, the new facility will 700 MBoe, or 27% 1o 40%.
ery capacities, as well as numer-  help us increase our production
ous repairs following domage from the Newport wells. The New-  Obvicusly, pressure maintenanc
caused by hurricanes Katfrina  port area reservoirs are not open  is a fechnigue for increasing pro
and Rita. By early 2006, we had to the basin and, as a result, have  duction recovery in other Lak
upgraded three existing produc- weak water drives. To improve the  Washingion  réservoirs  withou
tion processing facilities, added  recovery rates for the wells, we will  strong  water support and  wil
new compression for the gas lift  be providing pressure support by  be used, along with other tech
system, installed a new oil delivery  drilling water injection wells down  niques, as we continue fo exploi
system, and consiructed a barge  dip to increase the boftom-hole  this field for years to come.




ic ce Creno. The Bay de Chene
Field is locaied in inland waters 30
miles northwest of the Lake Wash-
ington Field. and like Lake Wash-
ington, produces from stacked
Miocene sands surrounding @
salt dome, primarily between
depths of 6,000 feet and 14,000
feet. When we purchased 100%
interests in the field in 2005, it had
already produced 142 MMBoe
and the reserves we acquired
were estimated at 1.23 MMBoe.
The field was shut in throughout
2005 for various reasons, but es-
pecially because of storm effects
that caused us to focus primarily
on Lake Washington. Meanwhile,
we carried out well workovers and
geological studies, and, perhaps
more importantly, we licensed
seismic data for the field for inclu-
sion in the same geoscience da-
tabase as the Lake Washington
seismic data.

In 2006 we initioted our Bay de
Chene exploitation program with
the completion of three of six de-
velopment wells drilled. In 2007,
we continued by completing two
of two development wells, cne of
which was a natural gas well in a
new fault block discovery in the
8,900-foot sand.

Also in 2007, we drilled five explo-
ration wells in Bay de Chene with
two successes. The first, driled on
the Faria prospect in the first quar-
ter, reached o depth of 13,000
feet, finding a total of 136 feet of
net pay in two sands and initially
testing at 17 MMcf of natural gas
and 158 barrels of oil per day from
both sands. The second. drilled
on the Pisces prospect in the
fourth quarier, reached a depth
of 14,041 feet and tested at 2.1
MMcf per day of natural gas.

The Faria well was placed on
production at a constrained rate
because of limited local markets,
and the Pisces well is shut in for
the same reason. During the first

quarter of 2008, we executed a
contract that will alleviate near-
term capacity concerns late in
the second quarter. We are also
pursuing the oplion of an ad-
ditional pipeline connection for
marketing flexibility. During 2007,
Bay de Chene provided 5.7% of
our total production.

As is the case for Lake Washing-
ton, our plans for future drilling in
Bay de Chene, where we have
driling and production rights in
18,546 net acres, will be foially
based on the results from our geo-
science database analyses and
will include attic targets against
the sait dome and deep targets

L - = 'f-
i L, — oM “<ry-
s SR A

under it. At year-end 200/ we had
seven proved undeveloped lo
cations in the field and plan fo
drill up to five wells there in 2008
in the depth range of 7,000 fee
to 13,000 feet. In addition, we will
begin assessing deeper opportu
nities. Since few wells in the field
have gone deeper than 15,000
feet, we will be relying entirely on
our New seismic imaging in se
lecting the deepest targets.

At yearend 2007, Bay de Chene’y
proved reserves tofaled 4.7 MM
Boe, or 3.5% of our fotal domes
tic reserves. They consisted of 60%
natural gas and were 51% unde
veloped.
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e rermaining six oOuin Loulsiana
ields in which we have interests,
e are clustered relatively close
ogether in an area west of Lake
Nashington and Bay de Chene.
Ne have acquired or purchased
hree-dimensional seismic data
or all these fields and surrounding
areas and have merged them to
orm the geophysical base of our
second geoscience database.

ncluded among these fields is
_ote Blanche Island in St. Mary
2arish, in which we acquired 100%
nterests in 2005 along with those
n Bay de Chene. Interests in the
other four fields were included
n a 2006 acquisition. Of these,
hree fields—Jeanerette, Horseshoe
3ayou, aond Bayou Sale—are also
n St. Mary Parish, and the fourth—
3ayou Penchani—is inTerrebonne
“arish.

_ote Blanche Island, like Lake
Washingfon and Bay de Chene,
s located in inland waters and
oroduces from stacked Miocene
sands surrounding a salt dome.
Viany successful wells have been
drilled around the dome, includ-
ng three by us in 2006.

Of the five fields included in this
group, Cote Blanche Island was
'he only field for which there were
10 seismic data. To provide the
data, we completed a proprietary
‘hree-dimensional  seismic  sur-
vey over 77 square miles in and
around Cote Blanche Island early
n 2006, and a fast-track analysis
of the data was performed in 2007
‘o accelerate drilling plans for the
ield. We are currenily assessing
ootential targets on all edges of
‘he salt dome and under it. At
yearend we had 25 proved un-
developed locations for depths
oetween 11,000 feet and 15,000
feet. We plan to drill one or two
wells in the field during 2008.

me Qiner nells [ ne group, arad
while we had not yet drilled in
them at yearend 2007, our on-
going analyses are indicating
numerous drilling opportunities
for Jeanerette and Horseshoe
Bayou/Bayou Sale (adjacent
fields referred to as HBBS). Jeaner-
efte is positioned on the flank of @
large salt dome 12.5 miles north
of Cote Blanche Isiand and pro-
duces from fthe Planulina sands.
The HBBS fields, 13 miles southeast
of Cote Blanche Island, produce
from several formations. We plan
fo drill up to five wells in these
fields during 2008.

Bayou Penchant, which produces
from Miocene sands, is a nonop-
erated field, but is included in our
geoscience analyses.

Held, Rigr lewdihd,
Cameron Parish and produces
from the Marg Howei and Cam-
erina sands ot depths between
15,000 feet and 17,000 feet. It is
the only one of our fields that is
included in olr third and larg-
est geosciencé database, which
covers the entire area between
High Island ond Cote Blanche Is
land with licensed seismic datfa
from many surveys and geologi-
cal data from thousands of well
logs. This database is scheduled
for infensive analysis in 2008.

During 2007, Cote Blonche Islan
plus the five new fields provide
@.1% of our total production, an
at yearend 2007 their combine
reserves fotaled 32.5 MMBoe, o
24.3% of our domesfic reserves

Distribution of Swift Energy’s Domestic Proved Reservds

(as of December 31, 2007)
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and natural gas liquids and were
77.5% undeveloped.

fou C oo.osc e Coosoiroce o
zzoszs. As noted in the forego-
ng discussion, our entire explora-
ion and development program
or South Louisiana is now based
on the results we obigin from
analyses of the data included in
‘hree geoscience databases we
are building. We began develop-
ng our first database (see map
on page 12) in 2005 by merging
‘he data obtained in our 2004
Lake Washington seismic survey
with licensed seismic data for an
adjacent 530 square miles in the
Barataria Bay area northwest of
Lake Washington. And with our
purchase of interests in the near
by Bay de Chene Field in 2005,

Jistribution of Domestic Production
‘as of December 31, 2007)
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cover that field, ending up with
data from eight different seismic
surveys. Finally, we integrated the
results with digitized wellHog data,
referring to the whole as our LW-
BDC-Barataria Bay dotabase.

This firsi database has under-
gone several types of analyses fo
produce three-dimensional sub-
surface images. We performed a
prestack time migration (PreSTM)
analysis of the entire database
during 2007 and a prestack
depth migration (PreSDM) anal-
ysis for the key areas of Lake
Washington and Bay de Chene.
These analyses, which require
enormous guantities of computa-
tional time, correct for distorfions
in the reflected sound waves that
are caused by their time of travel
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tures through which they pas
(rocks, salt, etc.). A PreSTM analy
sis represents a first step that ca
be performed with minimal geo
logic knowledge to obtain first in
dications of the presence of sub
surface structures. But for som
images, in particular salt images
there is a high degree of distortio
with PreSTM analyses. By conirast
PreSDM analyses, which requin
significant geologic knowledg
as well as in-process interpreta
tion. yield much more detailed im
ages. And with updated geologi
data that become available fro
newly drilled wells, both types o
analyses can be repetifively im
proved. For example, in 2008 w
plan to perform an improved Pre
SDM analysis for Lake Washingto
with new data obtained from ou
2007 drilling program.

We began building our secon
geoscience dofabase  whe
four of the five new fields w
purchased interesis in were i
the same general area as Cot
Blanche Island. This database, re
ferred to as the CBI-Atchafalay
database, has seismic data fro
17 surveys covering Cote Blanch
Island, Jeanerette, HBBS, an
Bayou Penchant, as well as a
expansive area connecting an
surrounding these fields. Severa
of the surveys are embedded i
o large dataset called the Atcha
falaya dataset that we license
in 2006 for a 665-square-mile are
that includes Bayou Penchant
Others are within a dataset for a
adjoining 322 square-mile are
surrounding and including HBBS
also licensed in 2006.

Seismic data for Cote Blanch
Island came from our own 200
three-dimensional  seismic  sur
vey that included suwroundin
areas and fofaled 77 squar
miles. These data were west o
and contiguous with the earlie
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orthwest that included Jeaner-
>tte and 120 square miles of data
or an area southwest of the oth-
2rs. Jogether, the areas in this sec-
nd geoscience database cover
1,700 square miles of infegrated
hree-dimensional seismic data
hat have also been merged with
yeologic information.

Juring 2007 we completed a
reSTM analysis of the entfire CBI-
Atchafalaya database and be-
yan working on the correspond-
ng PreSDM analysis, which will be
~ompleted in 2008. In the mean-
ime, we performed a fasttrack
reSDM analysis for the area that
ncluded Cote Blanche Island to
etter plan our nearterm drilling
srogram for that field.

n 2007, we also began work on
31 third database that includes
ond extends eastward from our
{igh Island Field. This database
~onsists of a collection of 21
hree-dimensional  seismic  sur-
sevs that we licensed fogether as
he Catapult acquisition. Referred
o s the HI-Catapult database,
t covers 1,765 square miles. The
merged seismic and geological
Jata within this area will undergo
7 Pre3TM analysis in 2008, with o
2reSDM analysis to follow later in
2008 and possibly extending into
2009,

-ollowing the Catapult purchase,
~ve obtained two additional par-
cels of seismic data totaling 200
square miles for the CBI-Atchafa-
aya database, one of which fies
the second and third databases
‘ogether. As we confinue o ano-
yze them, the two databases will
2ventually become a single data-
pase covering a contiguous area
of  approximately 3,500 square
miles—again, wholly proprietary
o Swift Energy Company.

n assembling the geological in-
formation for these databases,

we had the benefit of logs from
thousands of wells drilled along
the coast. It became apparent,
however, that the number of wells
drilled to depths greater than
16.000 feet is much, much small-
er, emphasizing the importance
of having infegrated seismic and
geologic databases for identify-
ing potential deep targets.

As a next step in our analysis ef-
forts, we have begun correlating
our seismic data to rock proper-
hies, which with various techniques
can be used to predict pore fluids
in rocks (oil, gas, or water) and
pore pressures, which, in turn, will
help us identify faults that seal
raservoirs. This work will continue
throughout 2008 and further as-
sist us in identifying deeper tar-
gets.

As would be expected, this vast
knowledge base that we are as-
sembling for the Louisiana Gulf
Coast is not only revealing three-
dimensional  subsurface  struc-
tures for our own properties but
also for areas outside our pro-

1

ducing fields. We are developing
prospects and oblaining lease
holds for some of these areas
and, in fact, are currently seeking
partners for two deep exploration
prospects.

During 2007 our South Texas Re
gion expanded from primarily a
operation of properties in a singl
field, the AWP Qlmaos Field in Mc
Mullen County, to operations i
three additional fields obtained i
our Cotulla agquisition. The thre
Cotulla fields, located in contigu
ous counties, consist of the Su
TSH Field in LaSolle County, th
Briscoe Ranch Field in Dimmi
County, and the Las Tiendas Fiel
in Webb County. With the addi
tion of these fields, our South Tex
s drilling and production right
increcsed to 111,093 net acres
with fotal proved reserves of 39.
MMBoe, or 29.3% of our tofal do
mestic reserves.

We first became a
operator in AWP in 1989 whe
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wells on a 4,900-acre leasehold
producing from the field's fight
Olmos sands. At yearend 2007,
after years of development that
ncluded several acreage addi-
ions and numerous innovations
for extracting the field’s hydrocar-
bons, we were operating 536 wells
on 29,107 net acres with nearly
100% working inierests. The field's
2007 production was 1.14 MM-
Boe, comprising 10.7% of our fotal
domestic production.

AWP's Olmos sand, located ot
depths of 2,000 feet to 11,500
feet, is a depletion-driven reser-
voir of low porosity and very low
permeability. Therefore, produc-
lion is greatly enhanced when
the sand around the bore holes is
hydraulically fractured to provide
pathways into the holes. We have
earned that introducing longer
froctures as the raservoir pres-
sure declines can  significantly
ncrease the wells’ uliimate recov-
eries during their 15- to 20-year
oroduction  lives. Since  fractur
NG is an infensive operation, we
have consisiently concentrated
on designing fracture technigues
that give optimum resulfs af lower
Costs.

During 2007 we drilled 21 AWP de-
velopment wells, all successfully
completed, and performed 16
fracture enhancements. For 2008,
we plan to drill 10 to 15 wells and
perform over 20 fracture enhance-
ments. AWP's yearend reserves
were 70.9% natural gas and fo-
faled 22.4 MMBoe, or 16.8% of our
total proved domestic reserves. Of
these, 6.1 MMBoe were still unde-
veloped, with 98 proved undevel-
oped drilling iocations identified.

The three fields in the
Cotulla acquisition—Sun TSH,
Briscoe Ranch, and Las Tien-
dJas—added 81,986 net acres
fo our South Texas operations in

g dcguiied  dunng the TOun
quarter of 2007, contributed 0.3
MMBoe, or 2.8%, to our total 2007
production. At yearend we were
operating a combined tofal of
205 wells in the fields, effectively
all with 100% working interesis
and including six that were com-
pleted out of seven that wea drilled
during ihe fourth quarter of 2007.

All three fields are producing from
the Olmos sand af depths varying
from 4,500 feet to 5,000 fest for
Briscoe Ranch, 6,000 feet to 6,800
feet for Las Tiendas, and 7,000 feet
to 8,000 feet for Sun TSH. In addi-
tion, Sun TSH produces from the
Escondido sands between 5,500
feet and 6,000 ieet.

The combined yearend reserves
of the three fields, which are 51.5%
oil and NGLs, toialed 16.4 MM-
Boe, or 12.2% of our total proved
cdomestic reserves. Of these, 6.9
MMBoe (42.1%) were still unde-

N

velQped, willl oY (Loved Ulidevel
oped drilling locations identified
We plan fo drili 30 to 36 wells i
ihe Cotullc area during 2008.
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With our intention of logically ex
fending our geoscience method
clogy to all our regions of opera
tion, we have begun developin
a seismic program for the Sout
Texas Region. During 2007 w
licensed data from many thou
sands of miles of two-dimensiona
seismic surveys to develop basi
models. From these models, w
will decide where we need i
acquire three-dimensional dat
for input into a geoscience data
base for the region.
Our Toledo Bend Region con
sists of a collection of fields tha
together are called Toledo Ben
because the properties acquire
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were near the Toledo Bend Res-
ervoir along the Texas-lLouisiana
Lorder. These original properties,
all  producing from the Austin
Chalk Trend, are located in the
two Texas counties of Jasper and
Newton and the two Louisiona
parishes of Vernon and Rapides.
In 2005 and 2006, we expanded
Toledo Bend with the acauisition
of interests in Scuth Bearhead
Creek Field in Beauregard Par-
sh that produces primarily from
the Witcox sands. All the fields
combined give us drilling and
production rights on 126,993 net
aCres.

Jrooxelond/ vaosiers Croelc. Qur
loledo Bend properties produc-
ng from the Austin Chalk trend
are located in the Brookeland
-ield in East Texas and the Mas-
ers Creek Field in Central Loui-
siana and include 119,817 net
acres. In Brookeland the reserves
are found at depths of 7,000 feet
o 12,500 feet, while in Masters
_reek they are at depths greater
han 14,000 feet.

Joon assuming the operation
of these properties in 1998, we
>mbarked upon o comprehen-
ive infrastructure upgrade pro-
Jram oand initiated a large drilling
rogram of horizontal wells. The
Srookeland reserves are deple-
ion driven. The Masters Creek re-
erves, ntowever, are water driven,
vhich required that we develop
N elaborate salt water disposal
ystem, as well as procedures
o reduce the buildup of scale
long the interior walls of the well-
>ore tubutars.

lecause the production from
\ustin Chalk wells typically de-
lines rapidly after early payout,
ve decided in 2002 to shift our
Irilling focus to long-lived proven
2servas such as those found in
ake Washington and AWP to en-
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duction profiles. Since then we
have drilled only a few wells in the
Austin Chalk, with none occurring
in 2007 and only one or two wells
planned for 2008.

At yearend 2007, we operaied
118 Austin Chalk wells that con-
fributed 0.52 MMBoe, or 4.9%, of
our total 2007 domestic produc-
fion. Our yearend Austin Chalk
reserves, comprised of 64.3% oil
and NGLs, fotaled 12.6 MMBoe, or
©.4% of our total proved domestic
reserves. Of these, 7.9 MMBoe, or
62.7%, remained undeveloped,
with fen proved undeveloped lo-
cations in Brookeland and nineg in
Masters Creek.

Souin 3Jzcrhecc Crzex. In 2005
and 2006 we acquired 100% work-
ing interests in properties in South
Bearhead Creek in Beauregard
Parish, Louisiana, that produce
from the upper and lower Wilcox
sands af depths of 10,600 feet to
14,100 feet and from the Cock-
field sands at depths of 8,000 feet
to 8,500 feef. Our interests give us
drilling and production rights in
the field of 7,176 net acres.

We began our exploitation of
South Bearhead Creek in 2006
with the completion of fhree de-
velopment wells drilled to the Wil
cox sands. We had almost con-
tinuous drilling in the field during
2007, with another 10 wells drilled
to the Wilcox sands and one well
driled to the Cockfield sands, il
with 100% success. At yearend
2007. we were operating 28 wells
in the field with plans fo drill up to
four additional wells in 2008.

During 2007, South Bearhead
Creek contributed 3.3% of our to-
tal production and at yearend
held 5.1% (6.8 MMBoe) of our fo-
tal proved domestic reserves. The
reserves were 67.5% oil and NGLs
and 40% undeveloped. Also g
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developed Ioc;:o’rions in the field.
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In December ?007 we signed a
agreement ’ro sell the majorit
of our mTernohonol operationg
which were Ioco’red in the Ta
rancki Basin of fhe North Island o
New Zealand.We had begun op)
erations there in mid-1999 whe
we drilled @ dlscovery well on ¢
prospect oﬁer‘ obtaining our firs
exploration permit in the regio
in 1995, QOver ﬂ"we years we carried
out both g development progra
building on this and other ne
field discoveries and, more recent
ly, an explordfory program tha
focused on deep natural gas op
portunities, We consistently foung
hydrocarbons‘ but were confront
ed by low-quclity rock properties
inthe Torgefeiformo’rions. Earlyi
2007, as we performed our annu
al review of ol[\our properties wit
respect to Thelr past history ang
potential future contributions, wg
determined it was time for us to di
vest ourselves of our New Zealand
assets and foc}:us on our domes
tic properties. Therefore, while we
continued to Opero’re the proper
fies ThroughouT 2007, we took ng
new inifiatives and the produc
tion from the réglon underwent d
natural decllné producing a tota
of 1.4 MMBoe durmg the vear.

The December 2007 agreemeni
which was with Origin Energy Lim
ited for our mo}in producing fields
is expected to close earty in 2008
This ogreemem‘ qualifies our Ne
Zealand osseTF fo be treated ay
discontinued operohons in the
fourth quarter of 2007 and to
be represented as such in our fi
nancial statements.  Additional
agreements for the sale of the
remainder of our New Zealand
assets are being negotiated and
are anticipated fo be in place by



The Value of
Discipline

Our disciplined approach fo fi-
1ancing has long been one of
he cornerstones of our strategy
or achieving sustained growth
n shareholder value. As with any
<nd of discipline, the key to effec-
ive financial discipline is to main-
ain a healthy bolance between
he present and the future—on
he one hand to reap immediate
ewards from current opportunities
ond on the other hand io make
he investments required for even
Detter results down the road.

Since we've outlived the vast ma-
ority of our competitors in our
28-year history, we think it's clear
that our emphasis on financial
discipline gives us a competi-
ive advantage. We preserve our
conservative balance sheei by
proactively confrolling our mix of
=quity and debt; we monitor our
credit profile and work 1o continu-
ally improve if; and we manage
he risk of short-ferm price fluciuo-
ions by protecting against sud-
den price declines while retain-
ng the potential of upside gains.
logether, these efforts provide the
inancial flexibility 1o take advan-
lage of immediate opportunities,
while simultaneously preserving
our financial infegrity for long-
ferm growth.

: A lock at some
vear-end benchmarks for 2007 il-
ustraies our ability to set records
while staying the course with a
conservative financial  strategy.
n a year in which we achieved
ali-time highs in both cperational
and financial performance, we
were also able fo end the year
with & very sound balance sheet.

Qur curreni ratio was
0.95 ai the end of 2007,
up 64% from 0.58 in 2006.
And though our fourth-
guarter acquisition in-
creased long-term debt
levels, the ratio of our
debt to our domestic re-
serves value (domestic
PV-10 ratio) was 15% at
vear-end, well below our
target of less than 25%.
Qur debt to capiializa-
tion rafio was 41% af
yearend 2007, and our
debt per domestic Bee
was $4.39. All of these
long-term debt ratios will
further improve once we
receive the proceeads
from the sale of ihe ma-
jority of our New Zea-
land assets. These pro- -
ceeds, which we expect
to receive in the first half
of 2008 when the tfrans-
action is complete, will
be used to reduce our
oufstanding borrowings
under our bank facility.

This financial sirength

was made possible by years of
record cash flows. In 2007, for the
fourth year in o row, we set an all-
time high in cash flow from con-
tinuing operations, allowing us
to achieve a five-year average
growth rate for cash fiows of 51%
per year. This record cash flow
performance—along with cash
balonces and bank borrowings
for our fourth-gquarter acquisi-
lion—allowed us to expand our
capital budget during the vear.
Qur capital expenditures for con-
tinuing operations were $650.6
million in 2007, up from initial pro-
jections of $350 million ic $400
million, which excluded acaquisi-
fions, and up from our 2006 capgi-
tal expenditures of $488.2 miltion.

We strengthened our liquidity in
2007 by increasing the borrow-
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ing base of our $500 million bank
credit facility held with a syndi
cate of 10 banks. In April of 2007
we increased our borrowing base
from $250 million to $350 million,
and then in November we raised
it again to $400 million. At year
end 2007, we had $187 million
outstanding on this facility. Other
long-term debt at year-end 2007
included $150 million of 7-5/8% se-
niar notes issued in 2004 and due
2011, and $250 millien of 7-1/8%
senior notes issued in 2007 and
due 2017. The latter replaced se
nior subordinated notes at 9-3/8%
due in 2012 that we redeemed in
mid-2007 fo jake advantage of
lower interest rates.

Cur objectives
for preserving our financial integ
rity in 2008 include enhancing ou
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ity, holding our debt/PV-10 ratio to
less than 25% as we have done for
many years, and contfinuing our
price-risk management strategy
fo protect our capifal budget.

In regard to the latter, we're aim-
ing in 2008 fo improve both our
finding and development costs
and our per-unit operating costs
as @ percentage of oil and gas
prices, a difficult task given the
inflationary  cost  envircnment
orevalent in our industry during
recent years. We believe we are
now well positioned o better
control costs because of cur re-
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technology. and facilities. These
advances are expecied io lead
to lower costs as a percentage of
oil and gas prices by enabling us
to more effectively increase pro-
duction and add reserves.

Our projected capitalexpenditure
budget for 2008 is $425 million to
$475 million, net of minor non-
core dispositions and excluding
any property acquisitions. We ex-
pect io fund these expendifures
with our anficipated cash flow
from confinuing operations. As
we have done in recent years, we
may increase our capital expen-
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rant. Such conditions would in
clude higher than expected cas
flow—from either an increase |
oil and gas prices during the yea
or higher than expected produc
tion volumes—and any oppor
tunities that might arise o mak
strategic  acguisitions  finance
through cash: flows or our ban
credit facility. !

QOur pricerisk  managemen
strategy targets 20% io 50% o
our oil and gas production us
ing low-cost fioors, near-term for
ward sales, or panicipating cost
less collars o protect our cas
flow and capital budget agains
short-term price declines. At th
beginning of 2008, we purchase
natural gas floors covering abou
30% to 35% of expected domesti
natural gas production in the firs
quarter of 200§ ond about 40% 1
44% of natural,gas production ex
pected in the second quarter ©
2008. For crude oil production, wi
purchased floors covering 40% |
43% of expecied first-quarter 200
oil production.

We believe our disciplined finan
cial strategy has helped put u
in a good pasition to grow. |
our operations, we've becom
digitally integrated, broadene
our high-tech capabilities, buil
geoscience databases, an
developed a sound portfolio o
exploration dnd  developmen
opportunities. We are poised
grow organically through drillin
and strategically through acqui
sitions, and because of our fi
nancial discipline, we have the i
quidity to augment our cash flo
as needed. As we have said i
the past, our conservative capi
fal structure is one of the reason
we've been in business so long
outliving some 85% of our com
petitors, and it's also a reaso
why we’'ll continue fo build share
holder value for many years t
come.
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The Value of
Core Values

We are very proud of what we've
achieved over the last 28 vears.
We've consisfently succeeded
n one of the maost challeng-
ng and volatile industries in the
world.  When we ask ourselves
what allowed us fo go the dis-
‘ance when so many U.S. oil and
Jas companies have ceased to
oxist, we always come back to
our core values for one of the an-
swers. Qur values, like our vision
and mission, have become intan-
Jible resources, something that
doesn’t show up on the balance
sheet but which does provide for-
reaching benefits impacting our
bhottom line.

As we've undergone fremendous
fransformation and growth over
he past quarter century, our core
values have remained the same.
Built on the principles and phi-
osophy of our late founder and
carried forward by our current
monagemenit team, our values
represent who we are and what
sets us apart. When we say that
our financial strategy is built on
discipline, our shareholder value
on balance, and ocur operations
on innovation and knowledge,
wve are talking about values that
have guided our actions through-
out our history. These values help
us attract new employees, assist
Js in developing good relation-
ships with property owners and
vendors, and help us fo build
rust with the investment com-
munity. Our values shape who
wve dre and what we do, and in
a very practical way, they are the
most valuable thing we possess
5 A COMPAny.

We've identified several key char-

illustrafe these

acter traits that
core vaiues.

First, we embrace change, seek-
ing out fresh opportunities cre-
afted by a dynamic environment.
One of many ways we've done
this through the years is our an-
dem approach of adding reserves
through drilling or acquisitions,
adjusting the balance between
the two depending on price fiuc-
fuations and changes in strategic
opportunities.

In order to profit from change,
we also have to hone our skills,
consistently sharpening our pro-
fessional expertise and learning
new technologies as an ongo-
ing part of cur jobs. In recent
years, we've created a series of
internal  “knowledge networks”
to help our employees develop
themselves professionally and to
help them embrace the many
kinds of digital technology that
are revolutionizing the hunt for il
and gaos.

Another key trait of our corporate
character is that we seek to con-
stantly improve by learning les-
sons from our previous successes
and failures. From the cil field to
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the boardroom, we review our
performance results in detcil—re-
inforcing what works os well as
mapping out new ways to do
things betfter.

From the earliest days of our or-
ganization, we have also sought
to develcp o participaiory cor-
porate culture that encouraged
teamwork and cooperation. Qur
matrix structure is designed to
promote teamwork, and devel-
oping team skills is an important
part of our professional develop-
ment activities.

One of the most important val-
ues we hold is the necessity
of protecting people and the
gnvironment in everything we
do. Our commitment to health,
safety, and  the environment
was perhaps est illustrated in
August 2005 when Hurricane
Katrina struck our Lake Washing-
ton property in South Louisiana.
We oactivated our emergency
response plans well in advance
of the hurricane, buttoned down
our facilities, and rushed aid to
our local employees soon after
the storm had passed, including
providing many of them with mo-
bile housing.




we Ui aim 10 De U goad COr-
porate citizen, having put ethical
guidelines and controls in place
long before Sarbanes-Oxley ac-
tually required them. We want fo
make meaningful contributions
to the geographical and profes-
sional  communities where we
operate, and we strive 1o be an
organization of role models for
young people, participating in
mentoring programs and offering
internships for qualified students.

Above all, we pursue balance. In
each facet of our operations, from
the composition of our reserves
o the way we reach decisions,
we strive to mainiain a balance
between competing demands.
We believe that ¢ healthy corpo-
rate culiure hinges on balanced
decision making. By "balanced”
we mean that some decisions
are decentralized and flexible in
order to allow individual initiative
and creativity, some are based
on consensus to enhance coop-
erative relationships and promote
teamwork, and some are guided
by leadership as they set forth the
company’s vision and values.

In the end, it is a combination
of our leadership team and our
system of formal authority that
s responsible for upholding and
advancing the values that guide
Js. At Swift Energy. our ultimate
authority is founded upon our sys-
tem of corporate governance—
which in turn resides in our board
of directors, who are elected by
the shareholders, and in our com-
pany officers, who are guided by
the board, our bylaws, and our
corporate policies.

Within our board of directors,
we've weighted the balance of
external and internal directors to
favor a strong measure of outside
control, with three-fourths of our
board members being indepen-

oul members wne will ellechively
represent the core values we be-
lieve, and who, amongst them-
selves as a group, are diverse in
both their age and skill sets. Cur-
rently, our members range from
47 to 76 years of age and have
diverse experience in fields such
as finance, technology, and di-
plomacy, as well as in oil and gas
operations.

Likewise, our executives and man-
agers exemplify our company’s
core values and have fechnical
skills in their areas of expertise
that are second fo none, Most
of our leadership team has been
together for many years, and we
continually develop people infer-
nally who can take over for our
more experienced feam mem-
bers as they retire.

In ecrly 2008, Robert J. Banks was
promoted fo executive vice presi-
dent and chief operating officer
when Joe D'Amico, a 20-year vet-
eran of Swift, announced his re-
tirement. Mr. Banks, who joined
Swift in 2004 fo oversee interna-
tional operations and strategic
ventures, has over 30 years of ex-
perience in the oil and gas indus-
try. His experience before joining
Swift included holding seniorlevel
positions and leading internation-
al units for Vanco Energy Compa-
ny. Mosbacher Energy Company,
Kuwait Foreign Petroleum Com-
pany, and Sanfa Fe International
Corporation.

Also in early 2008, John C. Bran-
ca was promoted to vice presi-
dent-exploration and develop-
ment. Mr, Branca first joined Swift
in 2006 as exploration manager,
with his title later revised o di-
rector of exploration and devel-
opment. Before joining Swift, Mr.
Branca had 25 years of experi-
ence with BP in various positions,
primarily focused on exploration

Another imporant - change T
our mandagement team was th
promotion in 2007 of Steven
Yakie to the position of vice pres
ideni-corpordte  administratio
Mr. Yakle joined Swift Energy i
August 1989, serving first as man
ager of partnership accountin
and later as assistant controlle
for complionqe, with responsibili
ties for both corporate and part
nership reporfing. He transferre
fo SENZ in New Zealand in 2001
remaining there until he returne
to Swift Energy’s corporate office
in February 2006. Before joinin
Swift Energy, Mr. Yakle worked fo
Goldking Production Compan
and the Internal Revenue Se
vice.,

Overall, our team of professional
grew in 2007 as the size of our do
maestic staff inCreased 10% fo 29
employees. Throughout the yea
we improved our collective skil
level as a company by recruitin
new people and by encouragin
individuals to further develop thei
personal expdrtise.

In addition to our people, we de
velop and maintain internal pro
cesses fo ensure thal our visio
and values are upheld. These in
clude a strategic plan, our annua
budget process. and an autho
ity-for-expenditure  process tha
involves both operational an
financial revigws. Our processe
were created to push cooperatio
and transparency throughout cu
organization, and we believe the
are succeeding.

Ultimately, our employees an
processes must ke guided b
the vision and values embedde
within our culture. It is our cultura
values—passed down from ou
leadership and management t
our employeés and stakehold
ers—that form the foundation o
all cur achievements.
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Greg Matiuk Henry C. Monigomery
Retired Executive Vice Chairman & Founder,
President, Administrative & Monigomery Professio
Corporate Services, Chevron- Services Corporation,
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Selected Financial and Operating Data

(Financial data in thousands except per-share amounts)

2007 2006 2005 2004 2003
Total Revenues from Continuing Operations’ $654,121 $550,836 $354,365 $257.313 $161,092
Income from Continuing Operations, Before Income
Taxes and Change in Accounting Principle’ $244,556 $248,308 $156,129 $86,083 $37.688
Income from Continuing Cperations' $152,588 $151,074 $07,880 $54,340 $22,396
Net Cash Provided by Operating Activities —
Continuing Operations $442,282 $383,241 $236,791 $147.114 $81,376
Per Share and Share Data
Weighted Average Shares Qutstanding’ 29,984 29,265 28,496 27,822 27,358
Earnings per Share—Basic' $5.09 $5.16 $3.43 $1.95 $0.82
Earnings per Share—Diluted’ $4.98 $5.03 $3.34 $1.92 $0.81
Shares Cutstanding at Year-End 30,179 29,743 29,010 28,090 27,484
Book Value per Share at Year-End $27.70 $26.83 $20.94 $15.88 $14.46
Market Price
High $47.72 $51.84 $50.01 $30.34 $18.00
Low $35.98 $35.48 $24.77 $15.90 $7.60
Year-End Close $44.03 $44.81 $45.07 $28.94 $16.85
Effect on Income from Continuing Operations and Earnings
per Share from Changes in Accounting Principles?
Cumulative Effect of Change in Accounting
Principle (Net of Taxes} — — — — $(4,145)
Effect per Share—Basic — — — — $(0.15)
Effect per Share—Diluted — — — — $(0.15)
Assets
Current Assets $199,950 $83,783 $110,199 $51,694 $31,398
Property & Equipment, Net of Accumulated
Depreciation, Depletion, and Amartization $1,760,195  $1,239,722 $862,717 $731,868 $641,366
Total Assets $1,969.051  $1,585682  $1,204,413 $990,573 $859,839
Liabilities
Current Liabilities $210,161 $145,471 398,421 $68.618 $69,353
Long-Term Debt $587.000 $381,400 $350,000 $357,500 $340,255
Total Liabilities $1,132,997 $787,765 $597.094 $516,401 $462,447
Stockholders’ Equity $836,054 $797,917 $607,318 $474,172 $397,391
Number of Domestic Employees 298 272 236 203 183
Domestic Producing Wells
Swift Operated 1,091 926 854 798 820
Outside Operated 127 112 69 97 113
Total Domestic Producing Wells 1,218 1,038 923 895 933
Domestic Wells Drilled {Gross) 69 55 54 54 71
Domestic Proved Reserves
Natural Gas (Bcf) 3438 260.7 2253 237.9 2423
Qil, NGL, & Condensate (MMBbils}) 76.5 735 69.8 69.1 67.0
Total Domestic Proved Reserves (MMBoe) 133.8 118.4 107.3 108.8 107.4
Domestic Production (MMBoe) 10.6 9.4 7.2 7.0 5.6
Domestic Average Sales Price®
Natural Gas (per Mcf) $6.42 $6.44 $7.40 $5.74 $5.07
Natural Gas Liquids {per barrel) $49.72 $38.70 $34.00 $24.84 $19.75
Qil (per barrel) $71.92 $64.28 $53.45 $40.04 $29.95
Composite Price (per Boe) $61.49 $56.89 $49.61 $36.90 $29.17

1Amounts have been retroactively adjusted in all periods presented to give recognition to: (a) discontinued operations related to the
pending sale of our New Zealand oil & gas assets, and (b) the conversion of production and reserves volumes to a Boe basis.

“We adopted SFAS No. 143, "Accounting for Asset Retirement Obligations” on January 1, 2003.

*These prices do not include the effects of our hedging activities which were immaterial and recorded in “Price-risk management
and other, net" on the accompanying statements of income. The hedge adjusted prices are detailed in the “Management's Discus-
sion and Analysis of Financial Condition and Results of Operations” section of this annual report.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

You should read the following discussion and analysis
in conjunction with our financial information and our audited
consolidated financial statements and accompanying noles
for the years ended December 31, 2007, 2006, and 2005
included with this report. The following information contains
forward-looking statements; see “Forward-Looking State-
ments” on page 35 of this report.

Overview

We are an independent oil and natural gas company
formed in 1979, and we are engaged in the exploration,
development, acquisition and operation of oil and natural
gas properties, with a focus on our reserves and production
from the inland waters of Louisiana and from our onshore
Louisiana and Texas properties.

We are the largest producer of oil in the state of Loui-
siana, and due to increasing emphasis on our Scuth Loui-
siana operations, we have become predominantly an oil
producer, with oil constituting 66% of our 2007 domestic
production, and oil and natural gas liquids ("NGLs") to-
gether making up 74% of our 2007 domestic production.
This emphasis has allowed us to benefit from better mar-
gins for oil production than natural gas production in recent
periods.

In December 2007, we agreed to sell substantially all
of our New Zealand assets to Origin Energy Limited for a
minimum of $87.8 million, with an expected closing towards
the end of the first quarter of 2008. Accordingly, the New
Zealand operations have been classified as discontinued
operations in the consolidated statements ¢of income and
cash flows and the assets and associaied liabilities have
been classiiied as held for sale in the consclidated bal-
ance sheets. The pending sale of these assets resultedin a
fourth quarter 2007 non-cash charge of approximately $131
million (net of tax effects) based on the selling price and
terms of the safes agreement. We expect to realize total
cash proceeds of between $100 and $110 million from the
sale of all of our New Zealand assets, which we anticipate
completing later this year. Proceeds from the New Zealand
assets sale will most likely be used to pay down a portion
of our credit facility.

Unless otherwise noted, both historical information for
all periods and forward-looking informaticn provided in this
Management's Discussion and Analysis relate solely to our
coniinuing operations located in the United States, and ex-
cludes our discontinued New Zealand operations.

In cur 2007 continuing operations we had record in-
come, cash flows, and production. Income from continu-
ing operations increased 1% to $152.6 million and cash
flows from operating activities from continuing aperations
increased 15% to $442.3 million, in each case compared to
2006 amounts. Production increased 12% to 10.6 MMBoe,
due to increased production in our South Louisiana, Toledo
Bend, and South Texas regions. We ended 2007 with do-
mestic proved reserves of 133.8 MMBoe, an increase of
13% over year-end 2006 domestic reserves. We also had
record revenues of $654.1 million for 2007, an increase of
19% over comparable 2006 levels. Our weighted average

27

sales price received increased 8% to $61.49 per Boe for
2007 from $56.89 in 2006. Our $115.3 million, or 21%, in-
crease in oil and gas sales revenues primarily resulted from
both a 1.2 million Boe increase in production volumes and
from 12% higher oil prices during 2007.

In October 2007, we acquired interests in three South
Texas fields in the Maverick Basin from Escondido Resourc-
es, LP which we collectively identify as the Cotulla proper-
ties. The total price for these interests was approximately
$248.2 million after purchase price adjustments. The 12.9
MMBoe of proved reserves added through this acquisi-
tion are located in the Sun TSH field in La Salle County, the
Briscoe Ranch field primarily in Dimmit County, and the Las
Tiendas field in Webb County, of which 42% were proved
undeveloped and which are predominantly naturai gas and
natural gas liquids. These properties added 0.3 MMBoe
of production to our total production quantities for 2007.
We plan to acguire more producing acreage in this area
as well, and maintain a two rig drilling program in this area
into 2008.

Our overall costs and expenses increased in 2007 by
35%. In 2008, we will continue ta focus upon our capital
efficiency to better manage our costs and expenses, a dif-
ficult task in the inflationary cost environment prevalent in
the industry over the last several years. The largest increase
in these costs and expenses in 2007 was attributable to
35% higher depreciation, depletion and amortizaiion ex-
pense, not only due to our larger depletable property base
and higher production, but also due to increases in future
development costs, which reflect industry cost inflation.
We expect cost pressures to continue to affect the industry
throughout 2008, with tightening availability of crews as well
as increasing costs of services, goods, and basic equip-
ment,

Lake Washington is our most significant field and pro-
vides approximately 62% of our domestic production. In
the fourth quarter of 2007, its production fell 13% from third
quarter 2007 levels. In the fourth quarter of 2007, along with
experiencing natural declines in production as our wells
mature, we reduced the choke size of several wells in the
Newport area to preserve reservoir pressure in anticipa-
tion of the pressure maintenance program that will com-
mence with the Westside facility start-up by mid 2008. We
cantinue to drill deeper wells, higher flowing pressure wells,
and wells with higher associated natural gas content, and
our system must also handle more mature wells that may
produce larger volumes of water that require artificial lift.
We believe the pressure maintenance activities planned for
2008 and Westside facility start-up by mid 2008 will improve
the majority of these production constraints.

Our year-end 2007 domestic proved reserves were
44% crude oil, 43% natural gas, and 13% NGLs, compared
to 52% crude oil, 38% natural gas, and 10% NGLs a year
earlier, with 48% of our domestic proved reserves being
proved developed at December 31, 2007, Our 2007 domes-
tic production was 66% crude oil, down from 71% in 2006.
Domestic proved reserves increased to 133.8 MMBoe at
year-end 2007 from 118.4 MMBoe at year-end 2006.




Our financial position remains strong even with our
recent increase in debt levels during the fourth quarter of
2007. Qur debt to capitalization ratio was 41% at December
31, 2007, compared to 32% at year-end 2006, as debt lev-
els increased in 2007, with debt per domestic Boe of $4.39
at year-end 2007 a 36% increase compared ta $3.22 a year
earlier. Qur debt to domestic PV-10 ratio decreased to 15%
at December 31, 2007 from 16% compared to a year ear-
lier, as higher year-end reserves volumes and prices were
largely offset by increased borrowings against our line of
cre%i&gpgt date.
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waluescapital expenditures from continuing operations
of $650.6 million increased by $162.4 million from 2006 to
2007, primarily. due to our acquisition of the Cotulla prop-
rerlésthiSouth Texas and the increase in our spending on
drilting and development, predominantly in our South Loui-

,sigqu-rggioh-:v‘fhése expenditures were primarily funded by

"%4423.,@'Ilion of cash provided by operating activities from
continliing operations, and an increase in debt levels of
$205.6 million.

Our current 2008 capital expenditure budget is $425
million to $475 million, net of minor non-core dispositions
and excluding any property acquisitions. Based upon cur-
rent market conditions and our estimates, our capital ex-
penditures for 2008 should be within our anticipated cash
flow from operations and currently we have budgeted
approximately two-thirds of these amounts for our South
Louisiana region, and on an overall basis three-fourths for
developmental activities. For 2008, we are targeting pro-
duction from our continuing operations to increase 10% to
156% and domestic proved reserves to increase 5% to 9%
both over 2007 levels. We may also increase our capital

Qil and Gas Sales

expenditure budget if commodity prices rise during the year
or if strategic opportunities warrant, If 2008 capital expendi-
tures exceed our cash flow from operating activities, we can
fund these expenditures with our credit facility.

During 2008, we plan to further develop our inventory
of properties in South Louisiana using our expertise and
experience gained in expanding and producing in Lake
Washington, together with significant 3-D seismic informa-
tion, to exploit our other prospect areas covered by similar
geological features. This broad prospect inventory will allow
us to be selective in choosing drilling opportunities so we
can create long-life reserves while at the same time raising
our production.

Results of Continuing Operations — Years Ended
2007, 2006, and 2005

Revenues. Our revenues in 2007 increased by 19%
compared to revenues in 2006 primarily due to increased
production from our South Louisiana region and higher oil
prices, and our revenues in 2006 increased by 55% com-
pared to 2005 revenues due to increases in il production
from cur South Louisiana area and increases in oil prices.
Revenues for 2007, 2006, and 2005 were substantially com-
prised of oil and gas sales. Crude oil production was 66%
of our production volumes in 2007, 71% in 20086, and 66%
in 2005. Natural gas production was 26% of our production
volumes in 2007, 24% in 2006, and 27% in 2005.

The following table provides information regarding the
changes in the sources of our oil and gas sales and vol-
umes for the years ended December 31, 2007, 2006, and
2005:

Net Qil and Gas Sales Volumes

(In miltions) {(MBoe}

Regions 2007 2006 2005 2007 2006 2005
South Texas $ 720 $ 618 $ 732 1,517 1,438 1,510
Toledo Bend 48.7 35.1 389 872 745 895
South Louisiana 527.2 4347 236.6 8,139 7,138 4611
Other 5.0 59 7.2 89 128 158

Total $ 652.9 $ 5375 $355.9 10,617 9,449 7.174

Qil and gas sales in 2007 increased by 21%, or $115.3
million, from the level of those revenues for 2006, and our
net sales volumes in 2007 increased by 12%, or 1.2 MM-
Boe, over net sales volumes in 2006. Average prices for qil
increased to $71.92 per Bbt in 2007 from $64.28 per Bbl in
20086. Average natural gas prices were virtually unchanged
at $6.42 per Mcf in 2007 compared io $6.44 per Mcf in
2006. Average NGL prices increased to $49.72 per Bbl in
2007 from $38.70 per Bbl in 2006.

In 2007, our $115.3 million increase in oil, NGL, and
natural gas sales resutted from:

= Volume variances that had a $53.5 million favorable
impact on sales, with $20.9 million of increases at-
tributable to the 0.3 million Bbl increase in oil sales
volumes, $12.1 million due to the 0.3 million Bl in-
crease in NGL sales volumes, and $20.5 million due
to the 3.2 Bef increase in natural gas sales volumes;
and

* Price variances that had a $61.8 million faverable im-
pact on sales, of which $53.8 million was attributable
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1o the 12% increase in average oil prices received,
and $8.5 million was attributable to the 28% increase
in NGL prices, partially offset by a decrease of $0.5
million attributable to the $0.02 per Mcf decrease in
natural gas prices,

Qil and gas sales in 2006 increased by 51%, or $181.6
million, from the level of those revenues for 2005, and our
net sales volumes in 2006 increased by 32%, or 2.3 MM-
Boe, over net sales volumes in 2005. Average prices for oil
increased to $64.28 per Bbl in 2006 from $53.45 per Bbl
in 2005. Average natural gas prices decreased to $6.44
per Mcf in 2006 from $7.40 per Mcf in 2005. Average NGL
prices increased to $38.70 per Bbl in 2006 from $34.00 per
Bbl in 2005.

In 2006, our $181.6 million increase in oil, NGL, and
natural gas sales resulted from:

« Volume variances that had a $119.7 mitlion favorable
impact on sales, with $107.5 million of increases at-
tributable to the 2.0 million Bbl increase in oil sales
volumes, and $13.8 million due to the 1.8 Bcf in-




crease in natural gas sales volumes, partially offset
by a decrease of $1.6 million due to the 48,000 Bbl
decrease in NGL sales volumes; and

* Price variances that had a $61.9 mitlion {avorable im-
pact on sales, of which $72.8 million was attribuiable
to the 20% increase in average oil prices received
and $2.2 million was attributable o the 14% increase

in NGL prices, both slightly offset by a decrease of
$13.1 million attributable to the 13% decrease in nat-
ural gas prices.

The following table provides additional information re-
garding our quarterly oil and gas sales from continuing op-
erations excluding any effects of our hedging activities:

Sales Volume Average Sales Price
Ot  NGL Gas Combined Oil NGL  Natural GasSEC g P:ecest,_,hg
(MBb) (MBbl) (Bel)  (MBog) (Bbl)  (Bbi) (Mch) Boctitm

2005: First 1,184 143 3.0 1,831 $47.20 $31.79 $5.41 .

Second 1339 118 32 1992 $50.21 $25.74 8613 APR g 2088

Third a5 119 28 1519 $59.44  $40 58 $7.68

Fouth 1,961 128 27 1832 $5836 $37.08 1089 . _

Total 4709 508 117 7474 $53.45 $34.00 $7.40 J::{,‘gm, DE

R

2006:  First 1487 90 33 2127 $60.56 $39.75 $7.42

Second 1,554 70 34 2184 $69.40  $40.85 $6.12

Third 1825 150 33 2537 $60.54  $42.37 $6.07

Fouth 1855 141 36 2601 $57.82 $32.82 $6.20

Total 6721 460 136 9,449 $64.28 $38.70 $6.44
2007 First 1773 133 38 2534 $57.87 $39.90 $5.92

Second 1872 134 35 2589 $66.20 $44.22 $7.56

Third 1783 190 44 2702 $76.20 $48.89 $5.68

Fourth 1617 317 51  2.792 $89.03  $56.65 $6.62

Total 7045 774 168 10617 $7102  $40.72 $6.42

During 2007, 2006, and 2005, we recognized net gains
of $0.2 million and $4.0 million and net losses of $1.1 million,
respectively, related to our derivative activities. This activity
is recorded in “Price-risk management and other, net” on
the accompanying statements of income. Had these gains
and losses been recognized in the oil and gas sales ac-
count, our average oil sales price would have been $71.91,
$64.58, and $53.42 for 2007, 2006, and 2005, respectively,
and our average natural gas sales price would have been
$6.43, $6.59, and $7.32 tor 2007, 2006, and 2005, respec-
tively,

In 2006, we settled all insurance claims with our insur-
ers relating to hurricanes Katrina and Rita for approximately
$30.5 million and entered into a confidential final settlement
agreement. The receipt of these amounts resulted in a ben-
efit of $7.7 million in 2006 recorded in “Price-risk manage-
ment and other, net," for the portion of the above referenced
settlement, which we have determined to be non-property
damage related claims. Approximately $22.8 million of the
above referenced settlement was determined to be prop-
erty damage related claims. We recorded $14.1 million of
the property related settlerment as a reduction to “Proved
properties” on the accompanying consclidated balance
sheet, as this related to reimbursement of capital costs we
incurred. We also recorded $8.7 million of the property re-
lated settlernent as a reduction to “Lease operating cost”
on the accompanying consolidated statement of income,
as this refated to reimbursement of repair costs which had
been expensed as incurred. In the accompanying consoli-
dated statement of cash flows, we have recorded the re-
imbursement which reduced "Proved properties” as a re-
duction of “Cash Used in Investing Activities — continuing
operations” and the remainder of the insurance settlernent
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was recorded as an increase to "Cash Provided by Operat-
ing Activities — continuing operations.”

Costs and Expenses. Our expenses in 2007 increased
$107.0 miltion, or 35%, compared to 2006 expenses for the
reasons noted below.

Qur 2007 general and administrative expenses, ne,
increased $6.5 million, or 24%, from the level of such ex-
penses in 2006, while 2006 general and administrative
expenses, net, increased $8.8 million, or 46%, over 2005
levels. The increases in both 2007 and 2006 were primarily
due to increased salaries and burdens assoctated with our
expanded workforce, bui were also impacied by increased
restricted stock grants each year and the expensing of
stock options that began in 2006. Costs alsa increased in
2007 due to ongoing support costs of our new computer
system implemented in 2007. For the years 2007, 2006,
and 2005, our capitalized general and administrative costs
totated $26.4 million, $24.1 million, and $14.5 million, re-
spectively. Our net general and administrative expenses
per Boe produced increased to $3.22 per Boe in 2007 from
$2.92 per Boe in 2006 and $2.63 per Boe in 2005. The por-
tion of supervision fees recorded as a reduction to general
and administrative expenses was $11.8 million for 2007,
$8.7 million for 2006, and $7.4 million for 2005,

DDA&A increased $49.1 million, or 35%, in 2007, from
2006 levels and increased $58.1 million, or 72%, from 2005
levels, The increases in both years are due to increases in
the depletable oil and natural gas property base, including
future development costs, and higher production, partially
offset by higher reserves volumes. Industry costs for ser-
vices and goods have increased over the last three year
period and have contributed to the increase in our DD&A




expense. Our DDA rate per Boe of production was $17.74
in 2007, $14.74 in 2006, and $11.31 in 2005, resulting from
increases in per unit cost of reserves additions.

We recorded $1.4 million, $0.9 million, and $0.6 mil-
lion of accretions to our asset retirement obligation in 2007,
2006, and 2005, respectively.

Our lease operating costs increased $20.9 million, or
42%, over the level of such expenses in 2006, while 2006
costs increased $15.0 million, or 43%, over 2005 levels.
Lease operating costs increased during 2007 and 2006
due to higher production from our three domestic regions,
including costs from properties acquired in the fourth quar-
ters of 2006 and 2007, increasing costs for industry gaods
and services, and higher natural gas and NGL process-
ing costs in 2007. A portion of the increase in 2007 and
2006 was from increased well insurance premiums which
increased after hurricanes Katrina and Rita. Qur lease oper-
ating costs per Boe produced were $6.68, $5.29, and $4.87
in 2007, 2006, and 2005, respectively.

Severance and other taxes increased $12.6 million, or
21%, over 2006 levels, while in 2006 these taxes increased
$23.4 million, or 62%, over 2005 levels. The increases in
each year were due primarily to higher commodity prices
and increased production in our three domestic regions.
Severance and other taxes, as a percentage of oil and
gas sales, were approximately 11.3%, 11.4% and 10.6% in
2007, 2006 and 2005, respectively. Severance taxes on oil in
Louisiana are 12.5% of oil sales, which is higher than in the
other states where we have production. As our percentage
of oil production in Louisiana increased in 2006, the overall
percentage of severance costs to sales also increased.

Qur total interest cost in 2007 was $37.6 million, of
which $8.5 million was capitalized. Our total interest cost
in 2006 was $32.8 million, of which $9.2 million was capi-
talized. Our total interest cost in 2005 was $32.1 million,
of which $7.2 million was capitalized. Interest expense on
our 7-5/8% senior notes due 2011 issued in June 2004, in-
cluding amortization of debt issuance costs, totaled $12.0
million in 2007 and $11.9 million in both 2006 and 2005.
Interest expense on our 9-3/8% senior subordinated notes
due 2012 issued in April 2002 and retired in 2007, including
amortization of debt issuance costs, totaled $8.9 million in
2007 and $19.2 million in both 2006 and 2005. Interest ex-
pense on our 7-1/8% senior notes due 2017 and issued in
June 2007, including amortization of debt issuance costs,
totaled $10.6 million in 2007. Interest expense on our bank
credit facility, including commitment fees and amortiza-
tion of debt issuance costs, totaled $6.1 million in 2007,
$1.5 million in 2006, and $1.0 million in 2005. Other interest
cost was $0.1 million in each of 2007, 2006 and 2005. We
capitalize a portion of interest related to unproved proper-
ties. The increase in interest expense in 2007 was primarily
due o an increase in borrowings against our line of credit
facility, partially offset by an increase in capitalized inter-
est costs. The decrease in interest expense in 2006 was
primarily due to an increase in capitalized interest costs,
partially offset by an increase in borrowings against our line
of credit facility.

In 2007 we incurred $12.8 million of debt retirement
costs related to the redemption of our 9-3/8% senior notes
due 2012. The costs were comprised of approximately $9.4
million of premiums paid to repurchase the notes, and $3.4
million to write-off unamortized debt issuance costs.
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Our overall effective tax rate was 37.6% for 2007, 39.2%
for 2006 and 37.3% for 2005. The effective tax rate for 2007
and 2006 was higher than the statutory rate primarily be-
cause of state income taxes and valuation allowances. For
2005, the effective tax rate was higher than the statutory
rate primarily because of state income taxes.

Income from Continuing Operations. Our income
from continuing operations for 2007 of $152.6 million was
1% higher than our 2006 income from continuing opera-
tions of $151.1 million due to higher ¢il prices and increased
production, partially offset by increased costs including the
retirement of our 9-3/8% senior notes due 2012.

Our income from continuing operations in 2006 of
$151.1 million was 54% higher than our 2005 income from
continuing operations of $97.9 million due to higher com-
modity prices and increased production.

Net Income. Our net income in 2007 of $21.3 million
was 87% lower than our 2006 net income of $161.6 mil-
lion, mainly due to our loss from discontinued operations
of $131.3 million. Our net income in 2006 of $161.6 million
was 40% higher than our 2005 net income of $115.8 miillion
due to higher oil prices and increased production.

Discontinued Operations

tin December 2007, Swift agreed to sell substantially
all of our New Zealand assets for approximately $87.8 mil-
lion. Accordingly, the New Zealand operations have been
classified as discontinued operations in the consolidated
statements of income and cash flows and the assets and
associated liabilities have been classified as held for sale
in the consolidated balance sheets. We began a strategic
review of our New Zealand assets in the second quarter of
2007 which culminated in the agreement to sell substan-
tially all of these assets in the fourth quarter of 2007, with
an expected closing towards the end of the first quarter of
2008. Proceeds from the New Zealand assets sale will most
likely be used to pay down a portion of our credit facility.
We expect to sell the remaining New Zealand assets some-
time in 2008.

In accordance with SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-fived Assels” ("SFAS 144"),
the results of operations and the non-cash asset write-
down for the New Zealand operations have been excluded
from continuing operations and reported as discontinued
operations for the current and prior periods. Furthermore,
the assets included as part of this divestiture have been
reclassified as held for sale in the Balance Shest for prior
periods. During the fourth quarter of 2007, the Company
assessed its long-lived assets in New Zealand based on
the selling price and terms of the sales agreement and re-
corded a non-cash asset write-down of $143.2 million relat-
ed to these assets. This write-down is recorded in "Income
{loss) from discontinued operations, net of taxes” an the
accompanying statement of income.

As of December 31, 2007, operations in New Zealand
had represented approximately 6% of our total assets and
12% of our 2007 sales volumes. These revenues and ex-
penses were historically reported under our New Zealand
operating segment and are now reported under discontin-
ved operations. The following table summarizes selected
data pertaining to discontinued operations (in thousands
except per share and per Boe amounts):




2007 2006 2005
Qilandgassales ....... ... . . $ 42394 $ 64039 §$ 67,894
OtherrevenuUes . . ... .o e 1,221 862 999
Totalrevenues . . ... ... .. 43,615 64,901 68,893
Depreciation, depletion, and amortization . ............................ 23,147 30,051 26,354
Other operating eXpPenSES. . . . ... .ot 22,491 20,872 20,230
Non-cash write-down of property and equipment . ... ................... 143,152 — —
Total expenses. . .. ... 188,790 50,923 46,584
Income (loss) from discontinued operations before income taxes . ....... .. (145,175) 13,978 22,309
Income tax expense (benefit) ... . ... .. ., {13,874) 3,487 4,412
Income {loss) from discontinued operations, net of taxes . .. ... ........... $ (131,301) $ 10,491 $ 17,898
Earnings per common share from discontinued operations,
netoftaxes—diluted ... ... ... 3 {4.29) $ 035 8 0.61
Total sales volumes (MBoe) .. ... .. 1,387 2,252 2,758
Oilsalesvolumes (MBbIS) . .. ... .. ... ... ... 225 469 450
Natural gassalesvolumes (Bef) ... .. ... .. . ... .. 5.9 9.2 11.9
NGL salesvolumes (MBbls) ... .. ... . ... . ... ... . .. ... 177 253 329
Average salespriceperBoe. . ... ... $ 3056 3 2843 § 2460
QilsalespriceperBbl . . ... . .. . $ 7578 $ 6706 § 55.57
Natural gas sales price perMcef. ... ... . ... . ... L $ 3.36 3 299 ¢ 3.09
NGLsalespriceperBbl. ....... ... ... ... .. . . . . $ 309 3 2022 % 18.84
Lease operatingcostperBoe. ........... ... .. ... ... $ 9.93 3 556 % 4.48
Totalassets . ... ... o $ 110,585 $ 235997 & 241,943
Cash flow provided by aperating activities. . ........................ ... $ 258620 $ 41680 $ 48,543
Capitalexpenditures. . . ... . $ 9466 $ 56707 % 50,844

Income {loss) from discontinued operations, net of tax,
for 2007 decreased compared to the same period of 2006
primarily due to the non-cash write-down of property and
equipment, a decrease in produced oil and natural gas vol-
umes that reduced revenues, partially offset by a tax ben-
efit associated with the non-cash write-down of property
and equipment, along with lower depletion expense due to
lower production volumes. For the years 2007, 2006, and
2005, our capitalized general and administrative expenses
totaled $4.2 million, $4.1 million, and $4.3 million,

Income from discontinued operations, net of tax, for
2006 decreased 41% compared to the same period of 2005
primarily due to a decrease in produced oil and natural gas
volumes that reduced revenue, along with higher depletion
expense in the 2006 period due to an increase in the deplet-
able oil and natural gas property base and lower reserves.

Liquidity and Capita! Resources

During 2007, we relied upon our net cash provided by
operating activities from continuing operations of $442.9
million, credit facility borrowings of $155.6 million, and cash
balances to fund capital expenditures of $650.6 million in-
cluding $252.3 million of acquisitions. During 2006, we re-
lied upon our net cash provided by operating activities from
continuing operations of $383.2 million, credit facility bor-
rowings of $31.4 million, property sales proceeds of $24.7
million, and cash balances to fund capital expenditures of
$488.2 million including $194.3 million of acquisitions.

Net Cash Provided by Operating Activities. For
2007, our net cash provided by operating activities from
continuing operations was $442.3 million, representing a
15% increass as compared to $383.2 million generated dur-

31

ing 2006. The $59.0 million increase in 2007 was primarily
due to an increase of $115.3 million in oil and gas sales, at-
tributable to higher oil prices and production, offset in part
by higher lease operating costs and severance taxes due
to higher oil prices and higher production. For 2008, our
net cash provided by operating activities from continuing
operations was $383.2 million, representing a 62% increase
as compared to $236.8 million generated during 2005. The
$146.5 millicn increase in 2006 was primarily due to an in-
crease of $181.6 million in oil and gas sales, attributable
to higher ail prices and production, offset in part by higher
lease operaling costs and severance taxes due to higher cil
prices and higher production.

Accounts Receivable. We assess the collectibility of
accounts receivable, and, based on our judgment, we ac-
crue a reserve when we believe a receivable may not be
collected. At both December 31, 2007 and 2006, we had an
allowance for doubtful accounts of less than $0.1 million.
The allowance for doubtful accounts has been deducted
from the total "Accounts receivable” balances on the ac-
companying balance sheets.

Existing Credit Facility. We had borrowings of $187.0
million under our bank credit facility at December 31, 2007,
and $31.4 million in borrowings at December 31, 2006. Our
bank credit facility at December 31, 2007 consisted of a
$500.0 million revolving line of credit with a $400.0 million
borrowing base based entirely on assets from our con-
tinuing operations. The barrowing base is re-determined
at least every six months and was increased by our bank
group from $350.0 million to $400.0 million in November
2007. Under the terms of our bank credit facility, we can
increase this commitment amount to the total amount of




the borrowing base at our discretion, subject to the terms of
the credit agreement. In September 2007, we increased the
commitment amount from $250.0 million to $350.0 millicn.
Our revolving credit facility includes requirements to main-
tain certain minimum financial ratios (principally pertaining
to adjusted working capital ratios and EBITDAX], and limita-
tions on incurring other debt. We are in compliance with the
provisions of this agreement.

Our access to funds from our credit facility is not re-
stricted under any "material adverse condiiion” clause, a
clause that is common far credit agreements to include, A
“material adverse condition” clause can remove the obliga-
tion of the banks to fund the credit line if any condition or
event would reasonably be expected to have an adverse or
material effect on operations, financial condition, prospects
or properties, and would impair the ability to make timely
debt repayments. Our credit facility includes covenants that
require us to report events or conditions having a material
adverse effect on our financial condition. The obligation of
the banks to fund the credit facility is not conditioned on the
absence of a material adverse effect.

Working Capital. Our working capital increased from
a deficit of $61.7 million at December 31, 2008, to a deficit
of $10.2 million at December 31, 2007. The improvement
primarily resulted from a reclassification of New Zealand
oil and natural gas properties to assets held for sale within
current assets, partially offset by an increase in accounts
payable and accrued capital costs.

Debt Retirements and Debt Issuances. In June
2007, we issued $250.0 million of 7-1/8% senior notes due
2017. In June 2007, we redeemed all $200.0 million of 9-
3/8% senior subordinated notes due 2012 and recorded a
charge of $12.8 million related to the redemption of these
notes, which is recorded in "Debt retirement costs” on the
accompanying condensed consolidated statement of in-
come. The costs were comprised of approximately $9.4
million of premiurn paid to redeem the notes, and $3.4 mil-
lion to write-off unamortized debt issuance costs.

Debt Maturities. Our credit facility, with a balance of
$187.0 million at December 31, 2007, extends until October
3, 2011. Our $150.0 million of 7-5/8% senior notes mature
July 15, 2011, and our $250.0 million of 7-1/8% senior notes
mature June 1, 2017.

Capital Expenditures. In 2007 we relied upon our net
cash provided by operating activities from continuing oper-
ations of $442.3 million, credit facility borrowings of $155.6
million, and cash balances to fund capital expenditures of
$650.6 million including $252.3 million of acquisitions.

We have spent considerable time and capital on facility
capacity upgrades and additions in the Lake Washingion
field. Since acquiring the property, we have upgraded three
production platforms, added new compression for the gas
lift system, and installed a new ¢il delivery system and per-
manent barge loading facility. During 2006, we began plan-
ning for the addition of a fourth praduction platform, the
Waestside facility, which will increase our processing capac-
ity another 10,000 barrels per day by mid-2008.

We completed 61 of 69 wells in 2007, for a success
rate of 88%. A total of 22 development wells were drilled
in the Lake Washington area, of which 18 were complet-
ed, and 21 development wells were drilled successfully in
the AWP Qlmos area. In Bay de Chene, we successfully
driled two development wells and drilled five exploratory
wells, of which two were completed. We also drilled 11 suc-
cessiul development wells in the South Bearhead Creek
area, drilled seven development wells in the Cotulla area,
of which six were completed, and drilled one successful
development well in the Bayou Sale field.

QOur capital expenditures were approximately $488.2
million in 2006 and $197.8 million in 2005. In 2006, we re-
lied upon our net cash provided by operating activities from
continuing operations of $383.2 miliion, bank borrowings
of $31.4 million, and cash balances to fund capital expen-
ditures of $488.2 million, including acquisitions of $194.3
million. During 2005, we relied upon our net cash provided
by operating activities of $236.8 million to fund capital ex-
penditures of $197.8 million, including acquisitions of $28.9
million.

In 2006, we participated in drilling 42 development
wells and six exploratory welis, of which 42 development
wells were completed.

Contractual Commitments and Obligations

Qur contractual commitments for the next five years
and thereafter as of December 31, 2007 are as follows:

2008 2009 2010 2011 2012  Thereafter Total
(In thousands)
Nan-cancelable operating leases’ . ..., ... .. $ 7706 $4800 $33% $ 3213 $3213 3 69863 $ 28,339
Asset retirement obligation2 ................ 3,393 1,878 2,047 2419 2,604 30,183 42,524
Drilling rigs, seismic and pipe inventory . . .. . .. 34,196 - — — — — 34,196
7-5/8% senior notes due 201 S — — — 150,000 — _ 150,000
7-1/8% senior notes due 2017°. ... ... ... ... — — — — — 250,000 250,000
Credit facility® .. .............. ... ... — — — 187,000 — — 187,000
Total ... $45205 $6,768 $5401 $ 342632 $5817 $ 287146 $693,059

10ur most significant office lease is in Houston, Texas, and it extends until 2015.

2Amounts shawn by year are the fair values at December 31, 2007.

Samounts do not include the interest obligation, which is paid semiannually.

“The credit facility expires in October 2011 and these amounts exclude a $0.8 million standby letter of credit outstanding under this

facility.
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Domestic Proved Qil and Gas Reserves

At year-end 2007, our domestic proved reserves were
133.8 MMBoe with a PV-10 Value of $3.8 billion {(PV-10is a
non-GAAP measure, see the section titled "Oil and Natural
Gas Reserves” in our Property section for a reconciliation
of this non-GAAP measure to the closest GAAP measure,
the standardized measure). In 2007, our domestic proved
natural gas reserves increased 74.1 Bcf, or 27%, while our
proved oil reserves decreased 3.7 MMBbI, or 6%, and our
NGL reserves increased 6.7 MMBbI, or 58%, for a total
equivalent increase of 15.4 MMBoe, or 13%. In 2006, our
domestic proved natural gas reserves increased 44.4 Bcf,
or 20%, while our proved oil reserves increased 4.4 MMBb,
or 8%, and our NGL reserves decreased 0.7 MMBbI, or 6%,
for & total equivalent increase of 11.1 MMBbI, ar 10%. We
added reserves over the past three years through both our
drilling activity and purchases of minerals in place. Through
drilling we added 12.9 MMBoe of proved reserves in 2007,
11.9 MMBoe in 2008, and 4.9 MMBoe in 2005. Through
acquisitions we added 12.9 MMBoe of proved reserves in
2007, 13.0 Bcfe in 2006, and 4.8 Befe in 2005. At year-end
2007, 48% of our total proved reserves were proved devel-
oped, compared with 47% at year-end 2006 and 52% at
year-end 2005,

The PV-10 Value of our domestic proved reserves at
year-end 2007 increased 55% from the PV-10 Value at year-
end 2006. Natural gas prices increased in 2007 to $6.65
per Mcf from $5.84 per Mct at year-end 2006, compared
to $10.36 per Mcf at year-end 2005. Qil prices increased
in 2007 1o $93.24 per Bbl from $60.07 per Bhl at year-end
2006, compared to $60.00 in 2005, Under SEC guidelines,
estimates of proved reserves must be made using year-
end oil and gas sales prices and are held constant for that
year's reserves calculation throughout the life of the proper-
ties. Subsequent changes to such year-end oil and natural
gas prices could have a significant impact on the calcu-
lated PV-10 Value.

Commodity Price Trends and Uncertainties

Qil and natural gas prices historically have been vola-
tile and are expected to continue to be volatile in the future.
The price of oit has increased over the last three years and
is at histarical highs when compared to longer-term histori-
cal prices. Factors such as worldwide supply disruptions,
worldwide economic conditions, weather conditions, fluc-
tuating currency exchange rates, and political conditions
in major oil producing regions, especially the Middle East,
can cause fluctuations in the price of oil. Domestic natural
gas prices have fallen from highs in 2005 but continue to
remain high when compared to longer-term historical pric-
es. North American weather conditions, the industrial and
consumer demand for natural gas, slorage levels of natu-
ral gas, the level of liquefied natural gas imports, and the
availability and accessibility of natural gas deposits in North
America can cause significant fluctuations in the price of
natural gas.

Income Taxes

The tax laws in the jurisdictions we operate in are con-
tinuously changing and professional judgments regarding
such tax laws can differ. Under SFAS No. 108, "Accounting
for Income Taxes,” deferred iaxes are determined based on
the estimated future tax effects of differences between the
financial statement and tax basis of assets and liabilities,
given the provisions of the enacted tax laws.
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On January 1, 2007, we adopted the recognition and
disclosure provisions of FASB Interpretation No. 48, "Ac-
counting for Uncertainty in Income Taxes — an Interpreta-
tion of FASB Statement No. 109" (“FIN 48™. Under FIN 48,
tax positions are evaluated for recognition using a more-
likely-than-not threshold, and those tax pasitions requiring
recognition are measured as the largest amount of tax ben-
efit that is greater than lifty percent likely of being realized
upon ultimate setttement with a taxing authority that has full
knowledge of all relevant information. As a result of adopi-
ing FIN 48, we reported a $1.0 million decrease to our Janu-
ary 1, 2007 retained earnings balance and a corresponding
increase to other long-term liabilities. This was also the total
balance of our unrecognized tax benefits, which would fully
impact our effective tax rate if recognized. There were no
increases or decreases in unrecognized tax benefits during
the year ended December 31, 2007,

Our policy is to record interest and penalties relating to
income taxes in income tax expense. As of December 31,
2007 and 2006 no interest or penalties relating to income
taxes have been incurred or recognized. Cur cumulative
interest exposure on unrecegnized tax benefits is not mate-
rial.

Our U.S. Federal and State of Louisiana income tax
returns from 1998 forward, our New Zealand income tax
returns after 2001, and cur Texas franchise tax returns aiter
2005 remain subject to examination by the taxing authori-
ties. There are no unresolved items related to periods pre-
viously audited by these taxing authorities. No oiher state
returns are significant to our financial position.

In the third quarter of 2007 we increased the valuation
allowance for our capital loss carryforward assets by $2.6
million to cover the full value of the carryforward. The in-
crease in the valuation allowance was due to changes in
the Company's property disposition plans and increased
income tax expense of $2.6 million in that period.

Critical Accounting Policies

The following summarizes several of our cntical ac-
counting policies. See a complete list of significant ac-
counting policies in Note 1 to the consolidated financial
statements.

Use of Estimates. The preparation of financial state-
ments in conformity with accounting principles generally
accepted in the United States ("GAAP") requires us to
make estimates and assumptions that affect the reported
armount of certain assets and liabilities and the reported
armounts of certain revenues and expenses during each re-
porting period. We believe our estimates and assumptions
are reasonable; however, such estimates and assumptions
are subject to a number of risks and uncertainties that may
cause actual resulls to differ materially from such estimates.
Significant estimates and assumptions underlying these fi-
nancial statemenis include:

+ the estimated quantities of proved oil and natural gas
reserves used to compute depletion of il and natu-
ral gas properties and the related present value of
estimated future net cash flows there-from,

* estimates of future costs to develop and produce re-
serves,

+ accruals related to il and gas revenues, capital ex-
penditures and lease operating expenses,

« estimates in the calculation of stock compensation
expense,

,




+ estimates of our ownership in properties prior to final
division of interest determination,

» the estimated future cost and timing of asset retire-
ment obligations, and

* estimates made in our income tax calculations.

While we are not aware of any material revisions to any
of our estimates, there will likely be {uture revisions to our
estimates resulting from matters such as changes in new
accounting pronouncements, ownership interests, pay-
outs, joint venture audits, re-allocations by purchasers or
pipelines, or other corrections and adjustments common
in the oil and gas industry, many of which reguire retroac-
tive application. These types of adjustments cannot be cur-
rently estimated and will be recorded in the peried during
which the adjustment occurs.

Property and Equipment. We follow the "full-cost”
method of accounting for oil and natural gas property and
equipment costs, Under this method of accounting, all pro-
ductive and nonproductive costs incurred in the explora-
tion, development, and acquisition of il and natural gas
reserves are capitalized. Such costs may be incurred both
prior to and after the acquisition of a property and include
lease acquisitions, geological and geophysical services,
drilling, completion, and equipment. Internal costs incurred
that are directly identified with exploration, development,
and acquisiiion activities undertaken by us for our own ac-
count, and which are not related to production, general cor-
porate overhead, or similar activities, are also capitalized.
For the years 2007, 2006, and 2005, such internal costs
capitalized totaled $26.4 million, $24.1 million, and $14.5
million, respectively. Interest costs are also capitalized to
unproved oil and natural gas properties. For the years 2007,
2006, and 2005, capitalized interest on unproved properties
totaled $9.5 million, $2.2 million, and $7.2 million, respec-
tively. Interest not capitalized and general and administra-
tive costs related to production and general overhead are
expensed as incurred.

Full-Cost Ceiling Test. At the end of each quarterly
reporting period, the unamortized cost of ol and natural gas
properties (including gas processing facilities, capitalized
asset retirement obligations, net of related salvage values
and deferred income taxes, and excluding the recognized
asset retirement obligation liability) is limited to the sum of
the estimated future net revenues from proved properties
{excluding cash outfiows from recognized asset retirement
obligations, including future development and abandon-
ment costs of wells to be drilled, using period-end prices,
adjusted for the effects of hedging, discounted at 10%, and
the lower of cost or fair value of unproved properties) ad-
justed for related income tax effects (“Ceiling Test"). Our
hedges at December 31, 2007 consisted of oil and natural
gas price floors with strike prices lower than the period-end
price and did not materially affect this calculation. This cal-
culation is done on a country-by-country basis.

The calculation of the Ceiling Test and prowvision for
DD&A is based on estimates of proved reserves. There are
numerous uncertainties inherent in estimating quantities of
proved reserves and in projecting the future rates of pro-
duction, timing, and plan of development. The accuracy of
any reserves estimate is a function of the quality of available
data and of engineering and geological interpretation and
judgment. Results of drilling, testing, and production sub-
sequent to the date of the estimate may justify revision of
such estimates. Accordingly, reserves esiimates are often
different from the quantities of oil and natural gas that are
ultimately recovered. Our reserves estimates are prepared
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in accordance with Securities and Exchange Commission
guidelines and are audited on an annual basis at year-end
by a firm of independent petroleum engineers in accor-
dance with standards approved by the Board of Directors
of the Society of Petroleurmn Engineers,

Given the volatility of oil and natural gas prices, it is rea-
sonably possible that our estimate of discounted future net
cash flows from proved oil and natural gas reserves could
change in the near term. If oil and natural gas prices decline
significantly from our period-end prices used in the Ceiling
Test, even if anly for a short period, it is possible that non-
cash write-downs of oil and natural gas properties could
oceur in the future. If we have significant declines in our oil
and natural gas reserves volumes, which also reduce our
estimate of discounted future net cash flows from proved
oil and natural gas reserves, a non-cash write-down of our
oil and natural gas properties could cccur in the future. We
cannot control and cannot predict what future prices for oil
and natural gas will be, thus we cannot estimate the amount
or timing of any potential future non-cash write-down of our
oil and natural gas properties if a sizable decrease in oil
and/or natural gas prices were to occur.

Revenue Recognition. QOil and gas ravenues are rec-
ognized when production is sold to a purchaser at a fixed
or determinable price, when delivery has occurred and title
has transferred, and if collectibility of the revenue is proba-
ble. The Company uses the entitlement method of account-
ing in which the Company recognizes its ownership interest
in production as revenue. If our sales exceed our ownership
share of production, the natural gas balancing payables are
reported in "Accounts payable and accrued liabilities” on
the accompanying balance sheet. Natural gas balancing
receivables are reperted in “Other current assets” on the
accompanying balance sheet when our ownership share
of production exceeds sales. As of December 31, 2007, we
did not have any material natural gas imbalances.

New Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157,
Fair Value Measurements. SFAS No. 157 defines fair value,
establishes guidelines for measuring fair value and ex-
pands disclosures regarding fair value measurements. It
does not create or modify any current GAAP requirements
to apply fair value accounting. However, it provides a single
definition for fair value that is to be applied consistently for
all prior accounting pronouncements. SFAS No. 157 was
effective for fiscal periods beginning after November 15,
2007. On February 12, 2008, the FASB delayed the effec-
tive date of SFAS No. 157 for non-financial assets and non-
financial liabilities, except for items that are recognized or
disclosed at fair value in the financial statements on a recur-
ring basis, at least annually. For Swilt, this action defers the
effective date for those assets and liabilities until January 1,
2009. We believe that the adoption of this statement will not
have a material impact on our financial position or results
of operations.

In February 2007, the FASB issuec SFAS No. 159,
The Fair Value Option for Financiat Assets and Financial
Liabilities ~ Including an amendment of FASB Staterment
No. 115. SFAS No. 159 permits entities to measure eligible
assets and liabilities at fair value. Unrealized gains and
losses on items for which the fair value option has been
elected are reported in earnings. SFAS No. 159 is effective
for fiscal years beginning after November 15, 2007. We
adopted SFAS No. 159 on January 1, 2008 and did not




elect to apply the fair value method to any eligible assets or Related-Party Transactions
liabilities at that time. . . . -
We receive research, technical writing, publishing, and

In December 2007, the FASB issued SFAS No. 141(R) website-related services from Tec-Com Inc., a corporation
Business Combinations. SFAS No. 1 41(R) proviﬁes en. located in Knoxville, Tennessee, and controlled and major-

hanced guidance related to the measurement of identifi- ity owned by the aunt of the Company's Chairman of the
able assets acquired, liabilities assumed and disciosure Board and Chief Executive Officer. We paid approximately
of information related to business combinations and their $0.6 million to Tec-Com for such services pursuant to the
effect on the Company. This Statement, together with the terms of the contract between the parties in 2007, $0.5 mil-
International Accounting Standards Board's IFRS 3, Busi- o in 2006 and $0.4 million in 2005, The contract was re-
ness Combinations, completes a joint effort by the FASB newed June 30, 2007, on substantially the same terms as
and 1ASB to improve financial reporting about business the previous contract and expires June 30, 2010. We be-

combinations and promotes the international convergence lieve that the terms of this contract are consistent with third

of accounting standards. For Swift, SFAS No. 141(R) ap- party arrangements that provide similar services.

plies prospectively to business combinations in 2009 and As a matter of corporate governance policy and prac-
is not subject to early adoption. We are currently evaluating tice, related party transactions are presented and consid-
the potential impact of SFAS No. 141(R) on business com- ered by the Corporate Governance Committee of our Board
binations and related valuations. of Directors.

Forward-Looking Statements

The statements contained in this report that are not historical facts are forward-looking statements as that term is defined in
Section 21E of the Securities Exchange Act of 1934, as amended. Such forward-looking statements may pertain to, among other
ihings, financial resulis, capital expenditures, drilling activity, development activities, cost savings, production efforts and volumes,
hydrocarbon reserves, hydrocarbon prices, liquidity, acquisition plans, regulatory matters, and competition. Such forward-laoking
statements generally are accompanied by words such as “plan,” “future,” “estimate,” “expect,” "budget,” “predict,” “anticipate,”
“projected,” "should,” "believe," or other words that convey the uncertainty of future events or outcomes. Such forward-looking in-
formation is based upon management's current plans, expectations, estimates, and assumptions, upon current market conditions,
and upon engineering and geclogic information available at this time, and is subject to change and to a number of risks and uncer-
tainties, and, therefore, actual results may differ materially from those projected. Among the factors that could cause actual results to
differ materially are: volatility in oil and natural gas prices; availability of services and supplies; disruption of operations and damages
due to hurricanes or tropical storms; fluciuations of the prices received or demand tfar our oil and natural gas; the uncertainty of
drilling results and reserve estimates; operating hazards; requirements for and availability of capital; general economic conditions;
changes in geologic or engineering information; changes in market conditions; competition and government regulations; as well
as the risks and uncertainties discussed in this report and set forth from time to time in our other public reports, filings, and public
statements.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Swift Energy Company, The S&P 500 Index
And The Dow Jones US Exploration & Production Index
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Quantitative and Qualitative Disclosures

About Market Risk

Commedity Risk. Our major market risk exposure is
the commodity pricing applicable to our oil and natural gas
production. Realized commodity prices received for such
production are primarily driven by the prevailing worldwide
price for crude ail and spot prices applicable o natural
gas. The effects of such pricing votatility are expected o
continue.

QOur price-risk management policy permits the utilization
of agreements and financial instruments {such as futures,
forward contracts, swaps and options contracts) to mitigate
price risk associated with fluctuations in oil and natural gas
prices. Below is a description of the financial instruments
we have utilized to hedge our exposure to price risk.

*Price Floors — At December 31, 2007, we had in place
price floars in effect through the March 2008 contract
month for oil and natural gas. The oil price floors cover
notional volumes of 639,000 barrels, with a weighted
average floor price of $71.22 per barrel. Our oil price
floors in place at December 31, 2007, are expected
to cover approximately 40% to 45% of our estimated
oil production from January 2008 to March 2008. The
natural gas price floors cover noticnal volumes of
1,330,000 MMBtu, with a weighted average iloor price
of $6.90 per MMBtu. Our natural gas price floors in
place at December 31, 2007, are expected to cover
approximatety 40% to 45% of our natural gas produc-
tion in February 2008 and March 2008. The fair value
of these instruments at December 31, 2007, was $0.3
million and is recognized on the accompanying bal-
ance sheet in "Other current assets.” There are no
additional cash outfiows for these price floors, as the
cash premium was paid at inception of the hedge. The
maximum loss that could be sustained on our financial
statements from these price floors in 2008 would be
their fair value at December 31, 2007 of $0.3 million.

Interest Rate Risk. Our senior notes and senior
subordinated notes both have fixed interest rates, so
conseguently we are not exposed to cash flow risk from
market interest rate changes an these notes. At December
31, 2007, we had borrowings of $187.0 million under our
credit facifity, which bears a floating rate of interest and
therefore is susceptible to interest rate fluctuations. The
result of a 10% fluctuation in ihe bank’s base rate would
constiiute 73 basis points and would not have a material
adverse effect on our 2008 cash flows based on this same
level of borrowing.

Income Tax Carryforwards. Ouring 2007, the
Company recorded a write-down and valuation allowance
totaling $2.6 million for capital loss carryforwards as de-
{ailed in Note 3 of the accompanying consolidated financial
statements. The Company has other net tax carryforwards
for federal aliernative minimum tax credits ($5.1 million)
and state tax net operating loss carryforwards ($4.3 million)
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which in management's judgment will more likely than not
be utilized to offset future taxable earnings.

The Company's New Zealand subsidiaries have loca)
income tax loss carryovers, a portion of which will offset
the sales proceeds from the liquiciation of assets. We have
estimated a net loss carryover asset of $33.5 million will
remain after closing of the pending transaction. In manage-
ment's judgment it is less than more likely than not that the
remaining carryover will be utilized. Accordingly, this carry-
over asset has been fully offset by a valuation allowance.

Fair Value of Financial Instruments. Cur financial
instruments consist of cash and cash equivalents, accounis
receivable, accounts payable, bank borrowings, and senior
notes. The carrying amounts of cash and cash equivalents,
accounts receivable, and accounts payable approximate
fair value due to the highly liquid or short-term nature of
these instruments. The fair values of the bank borrowings
approximate the carrying amounts as of December 31,
2007 and 2006, and were determined based upon variable
interest rates currently available to us for borrowings with
similar terms. Based upon quoted market prices as of
December 31, 2007, the fair value of our senior notes due
2017, which were issued during 2007, was $237.5 million,
or 95.0% of face value. Based upon quoted market prices
as of Decernber 31, 2007 and 2006, the fair values of our
senior notes due 2011 were $150.8 miltion, or 100.5% of
face value, and $152.6 million, or 101.75% of face value.
The carrying value of our senior notes due 2017 was $250.0
million at December 31, 2007. The carrying vatue of our
senior notes due 2011 was $150.0 million at December 31
for both 2007 and 2006.

Fareign Currency Risk. We are exposed to the risk
of fluctuations in foreign currencies, most notably the New
Zealand Dollar. Fluciuations in rates between the New
Zealand Dollar and U.S. Dollar may impact our financial
results from our New Zealand subsidiaries since we have
receivables, liabilities, natural gas and NGL sales contracts,
and New Zea'and income tax calculations, all denominated
in New Zealand Dollars. We use the U.S. Dollar as our
functional currency in New Zealand and as currency rate
changes between the U.S. Dollar and the New Zealand
Dollar, we recognize ftransaction gains and losses in
“Income (loss) from discontinued operations, net of taxes”
on the accompanying statements of income.

Customer Credit Risk. We are expcsed to the risk
of financial non-performance by customers. Our ability
to collect on sales to our customers is dependent on the
liquidity of our customer base. To manage customer credit
risk, we monitor credit ratings of customers and seek to
minimize exposure to any one cusiomer where other
customers are readily available, Due 10 availahility of other
purchasers, we do not believe the loss of any single oil or
natural gas customer would have a material adverse effect
on our results of operations.




Management’s Report on Internal Control
Over Financial Reporting

Management of Swift Energy Company is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rules 13a-15(f} and 15d-15(f) under the Securities Exchange Act of 1934. The Company's
internal control over financial reporting is a process designed by, or under the supervision of, the Company’s Chief Execu-
tive Officer and Chief Financial Officer to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of the Company's financial statements for external purposes in accordance with U, S. generally accepted
accounting principles.

Management of the Company assessed the eifectiveness of the Company's internal control over financial reporting as
of December 31, 2007. In making this assessment, management used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission {COSQ} in Internal Control—Integrated Framework. Based on our assessment
and those criteria, management determined that the Company maintained effective internal control over financial reporting
as of December 31, 2007.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Therefore, even those systems determined to be eifective can provide only reasonable assurance of achieving their control
objectives. Also, projections of any evaluation of effectiveness to future pericds are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Ernst & Young LLP. the independent registered public accounting firm that audited the consolidated financial statements
of the Company included in this Annual Repert on Form 10-K, has issued an attestation report on the Company's internal
control over financial reporting as of December 31, 2007, based on their audit. The Public Company Accounting Oversight
Board (United States) standards require that they plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Their audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as they considered necessary in the circumstances.
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Report of Independent Registered Public Accounting
Firm on Internal Control Over Financial Reporting

The Board of Directors and Stockhclders of Swift Energy Company

We have audited Swift Energy Company and subsidiaries’ {the "Company") internal control over financial reporting as
of December 31, 2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsering Organizations of the Treadway Commission {the COSO criteria). The Company's management is respansible for
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal control
over financial reporting included in the accompanying Management's Report on Internal Control Over Financia! Reporting.
Our responsibility is to express an opinion on the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reperting was maintained in all material respects. Our audit included obtaining an understand-
ing of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the
design and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as
we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed 1o provide reascnable assurance regard-
ing the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal conirol over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transac-
tions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statemenis in accordance with generally accepted accounting principles, and
that receipis and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control aver financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness io future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, efiective internal control over financial reporting as of
December 31, 2007, based on the COSQ critena.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of the Company as of December 31, 2007 and 2006, and the related consolidated

staiements of income, stockholders' equity, and cash flows for each of the three years in the period ended December 31,
2007 and our report dated February 27, 2008 expressed an ungualified opinion thereon.

St ¥ MLLP

ERNST & YOUNG LLP

Houston, Texas
February 27, 2008
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Report of Independent Registered Public Accounting
Firm on Consolidated Financial Statements

The Board of Directors and Stockholders of Swift Energy Company

We have audited the accompanying consclidated balance sheets of Swift Energy Company and subsidiaries {the “Com-
pany”) as of December 31, 2007 and 2006, and the related consolidated statements of income, stockholders' equity, and
cash flows for each of the three years in the period ended December 31, 2007. These financial statements are the respon-
sibility of the Company's management. Our responsibility is to express an gpinion on these financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the fi-
nancial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of the Company at December 31, 2007 and 2006, and the consolidated results of their operations and their cash
flows for each of the three years in the period ended December 31, 2007, in confarmity with U.S. generally accepted account-
ing principles.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2007 the Company adopted Finan-
cial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of State-
ment of Financial Accounting Standards No. 109, Accounting for Income Taxes, and effective January 1, 2006 the Company
adopted Statement of Financial Accounting Standards No. 123 (revised 2004}, Share-Based Payment.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company’s internal control over financial reporting as of December 31, 2007, based on criteria established in
Internal Control-Integrated Framewaork issued by the Commitiee of Sponsoring Qrganizations of the Treadway Commission
and our report dated February 27, 2008 expressed an ungualified opinion thereon.

Sanct ¥ MLLP

ERNST & YOUNG LLP

Houston, Texas
February 27, 2008
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Consolidated Balance Sheets

Swift Energy Company and Subsidiaries
{In thousands, except share amounts)

Year Ended December 31,

2007 2006
ASSETS
Current Assets:
Cashand cashequivalenis . ..... ... . . ... . .. . . . e $ 5,623 $ 1,058
Accounts receivable—
Oland gas SAIBS - . ... 72,918 63,935
JOINE I BTES OWNEIS . . . . e 1,587 1,844
Otherraceivables . . ... 1,324 1,231
Deferred tax assel . . .. o e 8,055 2,383
Other current @SSets. . . . . o o oot 13,806 13,332
Currentassetsheld forsale. .. ... . . . . e 96,549 —
Total Current ASSEtS . .. . 199,950 83,783
Property and Equipment:
Qil and gas, using full-cost accounting
Proved properties . . .. .. o 2,610,469 1,918,375
Unproved properties. . . ... 106,643 95,569
2,717,112 2,013,944
Furniture, fixiures, and otherequipment .. ... ... .. o 33,064 26,020
2,750,176 2,039,964
Less — Accumulated depreciation, depletion, and amortization . . ................... (989,981) (800,242)
1,760,195 1,239,722
Other Assets:
DEbt iSSUANCE COSES. . . o 7,252 7,382
REStCtEd A8 . . . .. e 1,654 2,415
Long-termassets heldforsale . ......... ... . i — 252,380
8.906 262177

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities:

Accounts payable and accrued liabilities

Accrued Capital oSS, . . . .

Accrued interest. .
Undistributed oif and gas revenues

Current liabilities associated with assets heldforsale ... ... . ... ... ... .. ....
Total Current Liabilities . . . ..

Long-term debt. . . ..

Deferred INCOME taXES . . . ... 0 e
Assetretirement obligation. ... ...
Other long-term liabilities ... ... .
Long-term liabilities associated with assets held forsale. .. ............... ... ... ... ...

Commitments and Contingencies

Stockhalders’ Equity:

Preferred stock, $.01 par value, 5,000,000 shares authorized, none outstanding ... .....
Common stock, $.01 par value, 85,000,000 shares authorized, 30,615,010

and 30,170,004 shares issued, and 30,178,596 and 28,742,918 shares

outstanding, reSpectively . ... ... ..
Additional paid-in capital . .. ... .
Treasury stock held, at cost, 436,414 and 427,086 shares, respectively ...............

Retained earnings

Accumulated other comprehensive income (loss), netof incometax .................

See accompanying Notes to Consolidated Financial Statements.
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$ 1,869.051

$ 89281
94,947
7,558
10,309
8,066

210,161

587,000
302,303
31,066
2,467

306
407,464
(7,480}
436,178
(414

836,054
$ 1,969,051

$ 1,685,682

$ 73921
55,282
8,764

7.504

145,471

381,400
212,458
28,533
1,728
18,175

302
387,556

(6,125)
415,868
316

797,917
$ 1,585,682




Consolidated Statements of Income

Swift Energy Company and Subsidiaries
{In thousands, except share amounts)

Year Ended December 31,

See accompanying Notes 1o Consolidated Financial Statements.
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2007 2006 2005
Revenues;
Qilandgassales. . ... ... .. $ 6528585 $ 537513 $ 355,873
Price-risk management and other,net ......... ... ... ... ... .. .. 1,265 13,323 {1,508)
654,121 550,836 354,365
Costs and Expenses:

General and administrative, net. . ... .......... . o oo 34,182 27,634 18,866

Depreciation, depletion, and amortization ........................ 188,393 139,245 81,124

Accretion of asset retirement obligation .. ...... ... ... o 1,437 B84 626

LeaseoperatinQCost. . ... ... ... ... ... 70,893 49,948 34,941

Severance andothertaxes . ........... ... ... .. .. ... 73,813 61,235 37,806

Interestexpense, nNet. . ... ... .. 28,082 23,582 24873

Debtretirement COST ... ... .. . 12,765 — —

409,565 302,528 198,236
Income from Continuing Operations Before Income Taxes ... ... ... .. .. 244 556 248,308 156,129
Provision for Income Taxes . . . . ... . 91,968 97 234 58,249
Income from Continuing Operations. . ........... ... . .. ... . ..... 152,588 151,074 97,880
Income (Loss) fram Discontinued Operations, Netof Taxes .. ........... {131,301) 10,491 17,898
NetIncome . ... .. . $ 21,287 $ 161,565 $ 115778
Per Share Amounts—

Basic: Income from Continuing Operations .. .................... $ 5.09 8 516 3 3.43
Income (Loss} from Discontinued Operations, Net of Taxes . . . . (4.38) 0.36 0.63
NetinCome . ... .. $ 0.71 $ 552 $ 4.06

Diluted: Income from Continuing Operations ... .. ... ... ... .. ... $ 4.98 % 5.03 $ 3.34
Income (Loss) from Discontinued QOperations, Net of Taxes., . ., (4.29) 0.35 0.61
NelINCOmE . .. e $ 0.69 3 5.38 $ 3.95

Weighted Average Shares Outstanding . .. ........... ... ... .. ... 29,984 29,265 28,496



Consolidated Statements of Stockholders’ Equity

Swift Energy Company and Subsidiaries
(In thousands, except share amounts)

Accumulaied
Other Com-
Additional Unearned prehensive
Common Paid-in Treasury Compen- Retained Income
Stock! Capital Stock sation Earnings (Loss) Total
Balance, December 31, 2004 b 286 $ 343536 $ (6896 $ (1,729) $ 138524 % 451 $ 474472
Stock issued for benefit plans
(31,424 shares) — 435 450 — - — 885
Stock options exercised
(840,847 shares) 9 9,805 — — — — 9,814
Tax benefits from exercise of
stock options — 4,366 — — — — 4,366
Employee stock purchase plan
{32,495 shares) — 642 — — — — 642
Issuance of restricted stock
(15,000 shares) — — — — — — —
Grants of restricted stock
{158,500 shares}) — 6,669 — (6,072) - — 597
Forfeitures of restricted stock — (367) — 367 - — —
Amortization of stock compensation — — — 1,584 — — 1,584
Comprehensive income:
Net income — — — — 115,779 — 115,779
Change in fair value of other
comprehensive loss — — — — — (521} {521)
Total comprehensive income — — — — — — 115,258
Balance, December 31, 2005 3 295 $ 36508 $ (6448) $ (5850) $§ 254303 $ {70} $ 607,318
Stock issued for benefit plans
(22,358 shares) — 714 321 — — — 1,035
Stock options exercised
{652,829 shares) 7 11,831 — — — — 11,838
Adoption of SFAS No. 123R — (5,875} — 5,850 — — (25)
Excess tax benefits from stock-
based awards - 4,811 — — — — 4,811
Employee stock purchase plan
(22,425 shares) — 671 — — — — 671
Issuance of resiricted stock
{35,776 shares) — — — — — — —
Amortization of stock compensation — 10,318 — — — — 10,318
Comprehensive income:
Net income — — — — 161,565 — 161,565
Other comprehensive income — — — — — 386 386
Total comprehensive income - — — — — — 161,951
Balance, December 31, 2006 3 302 $ 387556 % (6,125) 3 — % 415868 % 316 $ 797917
Stock issued for benefit plans
{32,817 shares) — 853 471 — — — 1,424
Stock options exercised
(239,650 shares) 2 3,168 — — — — 3170
Purchase of treasury shares
{42,145 shares) — — (1,826) — — — (1,826}
Adoption of FIN 48 — — — — (977) — (977)
Excess tax benefits from stock-
based awards — 613 — — — — 613
Employee stock purchase plan
{17,678 shares) — 619 — — — — 619
Issuance of restricted stock
(187,678 shares) 2 (2) — — — — —
Amortization of stock compensation — 14,557 — — — — 14,657
Comprehensive income:
Net income — — — — 21,287 — 21,287
Other comprehensive 10ss — — — — — {730) (730)
Total comprehensive income — — — — — — 20,557
Balance, December 31, 2007 $ 306 $ 407464 $ (7480) % — % 436178 % {414) $ 836,054

$.01 par value,

See accompanying Notes 1o Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

Swift Energy Company and Subsidiaries
{in thousands)

Year Ended December 31,

2007 2006 2005
Cash Flows from Operating Activities:
Bt INGOME ..t e $ 21,287 $ 161565 $ 115778
Plus (income} loss from discontinued cperations, net of taxes .. ... .. 131,301 (10,491) (17,898)
Adjustments to reconcile net income to net cash provided
by operating activities—
Depreciation, depletion, and amortization ..................... 188,393 139,245 81,124
Accretion of asset retirement obligaiion . . ......... ... .. ... .. 1,437 884 626
Deferred incometaxes . ... ... .. 86,474 86,541 57,499
Stock-based compensationexpense . ... ... ... . 10,317 6,905 1,451
Debt retirement cost-cashandnon-cash. ................. ... 12,765 — —
Other . .. (4,314) 7,117 {334)
Change in assets and iiabilities—
Increase in accountsreceivable .. ............. ... ... .. ... (9,114) (20,571) (5,826)
Increase in accounts payable and accrued liabilities .. ... .. ... 5,748 10,906 5,072
Increase (decrease} in income taxespayable. .. ............. (8086) 884 —
Increase {decrease) in accrued interest .. ............. L (1,206} 256 (701)
Cash provided by operating activities - continuing operations . . .. . 442 282 383,241 236,791
Cash provided by operating activities - discontinued operations . . . 25,620 41,680 48,543
Net Cash Provided by Operating Activities. . ... ........... 467,902 424,921 285,334
Cash Flows from Investing Activities:
Additions to property and equipment .. ... .o (3598,295) (293,957) (168,914)
Proceeds irom the sale of property and equipment ... ... .......... 250 24,678 7,297
Acquisition of properties . . ... ... (252,299} (194,269) (28,927)
Net cash received {distributed) as operator of partnerships
and JoINLVEeNLUreS . ... ..ot 485 410 {948)
Other e — (528) 255
Cash used in investing activities — continuing operations .. ....... {649,859) (463,666) (191,237)
Cash used in investing activities - discontinued operations .. ... .. (7.827) (59,881) {48,837}
Net Cash Used in Investing Activities. ... ................ (657,686) {523,547) (240,074)
Cash Flows from Financing Activities:
Proceeds from long-termdebt ... ... ... . . ... L 250,000 — —
Paymentsoflong-termdebt .. ... .. .. oo {200,000) — —
Net proceeds from (payments of) bank borrowings. .......... ... .. 155,600 31,400 (7.500)
Net proceeds from issuances of commenstock ... ... oL L. 3,789 12,509 10,325
Excess tax benefits from stock-basedawards . ...... ... ... L. 613 3,328 —
Purchase oftreasuryshares .. ........... ... ... ... {1,826) — —
Payments of debt retirementcosts . .......... ... .. .o oo (9,376) — —
Payments of debtissuancecosts ... ... ... L {4,451) (558) —
Cash provided by financing activities — continuing operations. .. . .. 194,349 46,679 2,825
Cash provided by financing activities — discontinued operations. . . . — — —
Net Cash Provided by Financing Activities. .. ........... .. 194,349 46,679 2,825
Net Increase (Decrease) in Cash and Cash Equivalents. .............. $ 4,565 $ (51,947} § 48,085
Cash and Cash Equivalents at BeginningofYear.................... 1,058 53,005 4,920
Cash and Cash Equivalents at EndofYear . .............. ... .. ... 5 5,623 $ 1,058 $ 53,005
Supplemental Disclosures of Cash Flows information:
Cash paid during year for interest, net of amounts capitalized .. ... .. ... $ 28092 $ 22,691 $ 24,483
Cash paid during year forincometaxes ........................... % 2113 3 9,780 $ 750

See accompanying Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

Swift Energy Company and Subsidiaries

1. Summary of Significant Accounting Policies

Principles of Consolidation. The accompanying
consolidated financial staterments include the accounis
of Swift Energy Company ("Swift Energy") and its wholly
owned subsidiaries, which are engaged in the exploration,
development, acquisition, and operation of oil and natural
gas properties, with a focus on inland waters and onshore
oil and natural gas reserves in Louisiana and Texas. Cur
undivided interests in gas processing plants are accounted
for using the proportionate consclidation method, whereby
our proportionate share of each entity’s assets, liahilities,
revenues, and expenses are included in the appropriate
classifications in the accompanying consolidated financial
statements. Intercompany balances and transactions have
been eliminated in preparing the accompanying consoli-
dated financial staterments.

Holding Company Structure. In December 2005,
we implemented a holding company structure pursuant to
Texas and federal law in a manner designed to be a non-
taxable transaction. The new parent holding company as-
sumed the Swift Energy Company name and its commaon
stock and continued to trade on the New York Stock Ex-
change. The purposes of this holding company structure
are to align Swift Energy's cperations to better reflect man-
agement practices, to improve our economics, and to pro-
vide greater administrative and organizational flexibility. Un-
der the new organizational structure, four new subsidiaries
were formed with the Texas parent holding company wholly
owning four Delaware subsidiaries, which in turn wholly
own Swift Energy’'s operating subsidiaries. Swift Energy
Operating, LLC is the operator of record for Swift Energy’s
domestic properties. Swift Energy’'s name, charter, bylaws,
officers, board of directors, authorized shares and shares
outstanding remain substantially identical. The Company's
international operations continue to be conducted through
Swift Energy International, Inc. Swift Energy made amend-
ments to its bank credit agreement, debt indentures and
various other plans and documents t0 accommodate the
internal reorganization, but the Company's day-to-day con-
duct of business was not impacted. Accordingly, there was
no impact on our financial position or results of operations.

Discontinued Operations. Certain amounts have
been reclassified to present the Company’'s New Zealand
operations as discontinued operations. Unless otherwise
indicated, information presented in the notes to the finan-
cial statements relates only to Swift's continuing operations.
Information related to discontinued operations is included
in Note 8 and in some instances, where appropriate, is in-
cluded as a separate disclosure within the individual foot-
notes.

Use of Estimates. The preparation of financial state-
ments in conformity with accounting principles generally
accepted in the United States ("GAAP") requires us to
make estimates and assumptions that affect the reported
amount of certain assets and liabilities and the reported
amounts of certain revenues and expenses during each re-
porting period. We believe our estimates and assumptions
are reasonable; however, such estimates and assumptions
are subject to a number of risks and uncertainties that may
cause actual results to differ materially from such estimates.
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Significant estimates and assumptions underlying these fi-
nancial statements include:

+ the estimated quantities of proved oil and natural gas
reserves used to compute depletion of oil and natural
gas properties and the related present valueg of esti-
mated future net cash flows there-irom,

estimates of future costs to develop and produce re-
serves,

accruals related to oil and gas revenues, capital ex-
penditures and lease operating expenses,

estimates of insurance recoveries retated to property
damage,

* astimates in the calculation of stock compensation
expense,

estimates of our ownership in properties prior to final
division of interest determinaticn,

the estimated future cost and timing of asset retire-
ment cbligations,

estimates made in our income tax calculations, and
estimates in the calculation of the fair value of hedg-
ing assets.

While we are not aware of any material revisions to any
of our eslimates, there will likely be future revisions to our
estimates resulling from matters such as new accounting
pronouncements, changes in cwnership interests, payouts,
joint venture audits, re-allocations by purchasers or pipe-
lines, or other corrections and adjustments common in the
il and gas industry, many of which require retroactive ap-
plication. These types of adjustments cannot be currently
estimated and will be recorced in the pericd during which
the adjustment occurs.

Property and Equipment. We follow the “full-cost”
method of accounting for oil and natural gas property and
eguipment costs. Under this method of accounting, all pro-
ductive and nonproductive costs incurred in the explora-
tion, development, and acquisition of oil and natural gas
reserves are capitalized. Such costs may be incurred both
prior ta andi after the acquisiticn of a property and include
lease acquisitions, geological and geophysical services,
drilling, completion, and equipment. Internat costs incurred
that are directly identified with exploration, development,
and acquisition activities undertaken by us for our own ac-
count, and which are not related to production, general cor-
porate overhead, or similar activities, are also capitalized.
For the years 2007, 2006, and 2005, such internal costs
capitatized totaled $26.4 million, $24.1 million, and $14.5
million, respectively. Interest costs are also capitalized
to unproved oil and natural gas properties. For the years
2007, 2006, and 2005, capitalized interest on unproved
properties totaled $9.5 million, $9.2 million, and $7.2 mil-
lion, respectively. Interest not ¢apitalized and general and
administrative costs related to production and general cor-
porate overhead are expensed as incurred.

No gains or losses are recognized upon the sale or
disposition of oil and natural gas properties, except in
transactions involving a significant amount of reserves or
where the proceeds from the sale of oil and natural gas
properties would significantly alter the relationship between
capitalized costs and proved reserves of oil and natural gas
attributable to a cast center. Internal costs associated with
selling properties are expensed as incurred.




Future development costs are estimated property-by-
property based on current economic conditions and are
amortized to expense as our capitalized oil and natural gas
property costs are amortized.

We compute the provision for depreciation, depletion,
and amortization ("DD&A") of ail and natural gas properties
using the unit-of-production method. Under this method,
we compute the provision by multiplying the total unamaor-
tized costs of oil and natural gas properties—including fu-
ture development costs, gas processing facilities, and both
capitalized asset retirement abligations and undiscounted
abandonment costs of wells io be drilled, net of salvage
values, but excluding costs of unproved properties—by an
overall rate determined by dividing the physical units of oil
and natural gas produced during the period by the total
estimated units of proved oil and natural gas reserves at
the beginning of the period. This calculation is done on a
country-by-country basis, and the period over which we will
amortize these properties is dependent on our production
from these properties in future years. Furniture, fixtures, and
other equipment, recorded at cost, are depreciated by the
straight-line method at rates based on the estimated use-
ful lives of the property, which range between three and 20
years. Repairs and maintenance are charged to expense
as incurred. Renewals and betterments are capitalizec.

Geological and geophysical {"G&G") costs incurred on
developed propertigs are recorded in “Proved properties”
and therefore subject to amortization. G&G costs incurred
that are directly associated with specific unproved proper-
ties are capitalized in “Unproved properties” and evaluated
as part of the total capitalized costs associated with a pros-
pect. The cost of unproved properties not being amortized
is assessed quarterly, on a propery-by-property basis, 1o
determine whether such properties have been impaired. In
determining whether such costs should be impaired, we
evaluate current drilling results, lease expiration dates, cur-
rent oil and gas industry conditions, international economic
conditions, capital availability, and available geological and
geophysical information. Any impairment assessed is add-
ed to the cost of proved properties being amortized.

Full-Cost Ceiling Test. At the end of each quarterly
reporting period, the unamortized cost of ¢il and natural
gas properties (including natural gas processing facilities,
capitalized asset retirement cbligations, net of related sal-
vage values and deferred income taxes, and excluding the
recognized asset retirement obligation liability) is limited to
the sum of the estimated future net revenues from proved
properties (excluding cash outflows from recognized asset
retirement obligations, including future development and
abandonment costs of wells to be drilled, using pericd-end
prices, adjusted for the effects of hedging, discounted at
10%, and the lower of cost or fair value of unproved proper-
ties) adjusted for related income tax effects ("Ceiling Test").
Cur hedges at December 31, 2007 consisted of oil and nat-
ural gas price floors with strike prices lower than the period-
end price and did not materially affect this calculation, This
calculation is done on a country-by-country basis.

The calculation of the Ceiling Test and provision for de-
preciation, depletion, and amortization ("DD&A") is based
on estimates of proved reserves. There are numerous
uncertainties inherent in estimating quantities of proved
reserves and in projecting the future rates of production,
timing, and plan of develcpment. The accuracy of any
reserves estimate is a function of the quality of available
data and of engineering and geological interpretation and
judgment. Results of drilling, testing, and production sub-
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sequent to the date of the estimate may justify revision of
such estimates. Accordingly, reserves estimates are often
different from the quantities of oil and natural gas that are
ultimately recovered.

Given ihe volatility of ail and natural gas prices, it is rea-
sonably possible that our estimate of discounted future net
cash flows from proved oil and natural gas reserves could
change in the near term. If oil and natural gas prices decline
significantly from our periocd-end prices used in the Celling
Test, even if only for a short period, it is possible that non-
cash write-downs of oil and natural gas properties could
occur in the future. If we have significant declines in our oil
and natural gas reserves volumes, which also reduce our
estimate of discounted future net cash flows from proved
oil and natural gas reserves, a non-cash write-down of our
oil and natural gas properties could occur in the future. We
cannot control and cannot predict what future prices for oil
and natural gas will be, thus we cannct estimate the amount
or timing of any potential future non-cash write-down of our
oil and natural gas properties if a sizable decrease in oil
and/or natural gas prices were o occur.

Revenue Recognition. Oil and gas revenues are rec-
ognized when production is sold to a purchaser at a fixed or
determinable price, when delivery has occurred andtitle has
transferred, and if collectibility of the revenue is probable.
Swift Energy uses the entitlement method of accounting in
which we recognize our ownership interest in production as
revenue. If our sales exceed our ownership share of pro-
duction, the natural gas balancing payables are reported in
“Accounts payable and accrued liabilities" on the accom-
panying balance sheet. Natural gas balancing receivables
are reported in "Other current assets” on the accompany-
ing balance sheet when our ownership share of production
exceeds sales. As of December 31, 2007, we did not have
any material natural gas imbalances.

Accounts Receivable. We assess the colleciability
of accounts receivable, and based on our judgment, we
accrue a reserve when we believe a receivable may not
be collected. At December 31, 2007 and 2006, we had
an allowance for doubtful accounts of approximately $0.1
million. The allowance for doubtful accounts has been de-
ducted from the total "Accounts receivable” balances on
the accompanying balance sheets.

Debt Issuance Costs. Legal and accounting fees,
underwriting fees, printing costs, and other direct expenses
associated with the June 2004 extension of our bank credit
facility, the public offering in June 2004 of our 7-5/8% se-
nior notes due 2011, and the public oftering in June 2007
of our 7-1/8% senior subordinated notes due 2017, were
capitalized and are amortized on an effective interest basis
over the life of each of the respactive note offerings and
credit facility. The 7-1/8% senior notes dug 2017 mature on
June 1, 2017, and the balance of their issuance costs at
December 31, 2007, was $4.0 million, net of accumulated
amortization of $3.2 million. The issuance costs associated
with our revolving credit facility, which was extended in Oc-
tober 2008, have been capilalized and are being amortized
over the life of the facility. The balance of revolving credit
facility issuance costs at December 31, 2007, was $1.0 mil-
licn, net of accumulated amortization of $2.2 million. The
7-5/8% senior notes due 2011 mature on July 15, 2011, and
the balance of their issuance costs at December 31, 2007,
was $2.3 million, net of accumulated amortization of $1.7
million.

Settlement of Insurance Claims. [n 2006, we settled
all insurance claims with our insurers relating to hurricanes



Katrina and Rita for approximately $30.5 millicn and en-
tered into a confidential final settlement agreement. The
receipt of these amounts resulted in a benefit of $7.7 mil-
lion in 2008 recorded in “Price-risk management and other,
net,” for the portion of the above referenced settlement,
which we have determined to be non-property damage re-
lated claims. Approximately $22.8 million of the above ref-
erenced settlement was determined to be property damage
related claims. We recorded $14.1 million of the propeny
related settlement as a reduction to "Proved properties”
on the accompanying consolidated balance sheet, as this
related to reimbursement of capital costs we incurred. We
also recorded $8.7 million of the property related settlement
as a reduction to “Lease operating cost” on the accompa-
nying consolidated statement of income, as this related to
reimbursement of repair costs which had been expensed
as incurred. In the accompanying consolidated statement
of cash flows, we have recorded the reimbursement which
recuced “Proved properties” as a reduction of “Net Cash
Used in Investing Activities — Continuing Operations” and
the remainder of the insurance settlement was recorded as
an increase to "Net Cash Provided by Operating Activities
— Continuing Operaticns.”

Price-Risk Management Activities. The Company
follows SFAS No. 133, which requires that changes in the
derivative’s fair value are recognized currently in earnings
unless specific hedge accounting criteria are met. The
staiement also establishes accounting and reporting stan-
dards requiring that every derivative instrument (including
certain derivative instruments embedded in other contracts)
is recorded in the balance sheeti as either an asset or a li-
ability measured at its fair value. Hedge accounting for a
qualifying hedge allows the gains and losses on derivatives
to offset related results on the hedged item in the income
statements and requires that a company formally docu-
ment, designate, and assess the effectiveness of tfransac-
tions that receive hedge accounting. Changes in the fair
value of derivatives that do not meet the criteria for hedge
accounting, and the ineffective portion of the hedge, are
recognized currently in income,

We have a price-risk management pohcy 10 use deriva-
tive instruments to protect against declines in oil and gas
prices, mainly through the purchase of price floors and col-
lars. During 2007, 2006 and 2005, we recognized net gains
of $0.2 millicn and $4.0 million and a net loss of $1.1 million,
respectively, relating to our derivative activities. This activity
is recorded in "Price-risk management and other, net” on
the accompanying statements of income. Had these gains
and losses been recognized in the ail and gas sales ac-
count they would not materially change our per unit sales
prices received. At December 31, 2007, the Company had
recorded $0.4 million, net of taxes of $0.2 million, of deriva-
tive losses in "Accumulated other comprehensive income
(loss), net of income tax" on the accompanying balance
sheet. This amount represents the change in fair value for
the effective portion of our hedging transactions that quali-
fied as cash flow hedges. The ineffectiveness reparted in
“Price-risk management and other, net" for 2007, 2008, and
2005 was not material. Ali amounts currently held in "Accu-
mulated other comprehensive income (loss}), net of income
tax” will be realized within the next three months when the
forecasted sale of hedged production occurs.

At December 31, 2007, we had in place oil price floors
in effect for the contract months of January 2008 through
March 2008 that cover a portion of our oil production for
January 2008 to March 2008. We also had in place natural
gas price floors in effect for the contract months of Febru-
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ary 2008 through March 2008 that cover a portion of our
natural gas production for February to March 2008. The oil
price floors cover notional volumes of 639,000 barrels, with
a weighted average floor price of $71.22 per barrel. Our oil
price flocrs in place at December 31, 2007 are expected to
cover approximately 40% to 45% of our estimated oil pro-
duction from January 2008 to March 2008, The natural gas
price floors cover notional volumes of 1,330,000 MMBtu,
with a weighted average floor price of $6.90 per MMBtu.
Our natural gas price floors in place at December 31, 2007
are expected to cover approximately 40% to 45% of our
estimated natural gas production from February 2008 to
March 2008,

When we entered into these transactions discussed
above, they were designated as a hedge of the variability
in cash flows associated with the forecasted sale of cil and
natural gas production. Changes in the fair value of a hedge
that is highly elfective and is designated and documented
and qualifies as a cash flow hedge, to the extent that the
hedge is effective, are recorded in “Accumulated other
comprehensive income (loss), net of income tax." When
the hedged transactions are recorded upon the actual sale
of the oil and natural gas, these gains or Insses are reclas-
sified from “Accumulated other comprehensive income
(loss), net of income tax" and recorded in "Price-risk man-
agement and other, net” on the accompanying statements
of income. The fair value of our derivatives are computed
using the Black-Scholes-Merton option pricing model and
are periodically verified against quotes from brokers. The
fair value of these instruments at December 31, 2007, was
$0.3 million and is recognized on the accompanying bal-
ance sheet in "Other current assets.”

Supervision Fees. Consistent with industry practice,
we charge a supervision fee to the wells we operate includ-
ing our wells in which we own up to a 100% working inter-
est. Supervision fees, to the extent they do not exceed ac-
tual costs incurred, are recorded as a reduction to "General
and administralive, net,” QOur supervision fees are based on
COPAS determined rates. The amount of supervision fees
charged in 2007 and 2006 did not exceed our actual costs
incurred. The total amount of supervision fees charged to
the wells we operate was $11.8 million in 2007, $8.7 miliion
in 2006, and $7.4 million in 2005.

Inventeories. We value inventories at the lower of cost
or market value. Inventory is accounted for using the first in,
first cut method ("FIFQ"). Inventories consisting of materi-
als, supplies, and tubulars are included in "Other current
assets” on the accompanying balance sheets totaling $4.2
million at December 31, 2007 and $1.8 million at December
31, 2006.

Income Taxes. Under SFAS No. 109, "Accounting for
Income Taxes," deferred taxes are determined based on
the estimated future tax effects of differences between the
financial statement and tax basis of assets and liabilities,
given the provisions of the enacted tax laws.

On January 1, 2007, we adopted the recognition and
disclosure provisions of FASB Interpretation No. 48, “Ac-
counting for Uncertainty in Income Taxes — an Interpreta-
tion of FASB Staterment No. 139" (*FIN 48"). Under FIN 48,
tax positions are evaluated for recognition using a more-
likely-than-not threshold, and those tax positicns requiring
recognition are measured as the largest amount of tax ben-
efit that is greater than fifty percent likely of being realized
upon ullimate settlement with a taxing authority that has full
knowledge of all relevant information. As a resuli of adopi-
ing FIN 48, we reported a $1.0 million decrease to our Janu-




ary 1, 2007 retained earnings balance and a corresponding
increase to other long-term liabilities. This was also the total
balance of our unrecognized tax benefits, which would fully
impact our effective tax rate if recognized. We did not rec-
ognize significant increases or decreases in unrecognized
tax benefits during the year ended December 31, 2007.

Our policy is to record interest and penalties relating
o income taxes in income tax expense. As of December
31, 2007 no interest or penalties relating to income taxes
have been incurred or recognized. Our cumulative interest
exposure on unrecognized tax benefits is not material.

Our U.S. Federal and State of Louisiana income iax
returns from 1998 forward, our New Zealand income tax
returns after 2001, and our Texas franchise tax returns after
2005 remain subject to examination by the taxing authori-
ties. There are no unresolved items related to periods pre-
viously audited by these taxing autharities. No other state
returns are significant to our financial position.

In the third quarter of 2007 we increased the valuation
allowance for our capital loss carryforward assets by $2.6
million to cover the full value of the carryforward. The in-
crease in the valuation allowance was due to changes in
the Company's property disposition plans and increased
income tax expense of $2.6 million in that period.

Accounts Payable and Accrued Liabilities. In-
cluded in "Accounts payable and accrued liabilities,” on
the accompanying balance sheets, at December 31, 2007
and 2006 are liabilities of approximately $12.6 million and
$13.9 million, respectively, which represent the amounts by
which checks issued, but not presented by vendors 1o the
Company’s banks for collection, exceeded balances in the
applicable disbursement bank accounts.

Cash and Cash Equivalents. We consider all high-
ly tiquid debt instruments with an initial maturity of three
months or less to be cash equivalents.

Credit Risk Due to Certain Concentrations. We ex-
tend credit, primarily in the form of uncollateralized oil and
natural gas sales and joint interest owners receivables, 1o
various companies in the oil and gas industry, which results
in a concentration of credit risk. The concentration of cred-
it risk may be affected by changes in economic or other
conditions within our industry and may accordingly smpact
our overall credit risk. However, we believe that the risk of
these unsecured receivables is mitigated by the size, rep-
utation, and nature of the companies to which we extend
credit. During 2007 and 2006, oil and gas sales to Shell
Oil Company and affiliates were $290.1 million and $180.4
million, or 42% and 30% of total oll and gas sales, respec-
tively. During 2007 and 20086, Chevron Corporation and its
affiliates accounted for $151.0 million and $193.9 million, or
22% and 32% of our iotal il and gas sales. Credit losses in
2007, 2006 and 2005 were immaterial.

Environmental Costs. Our operations include ac-
tivities that are subject to extensive federal and state envi-
ronmental regulations. Costs associated with redemption

Other comprehensive income at December 31,2006 ........ ..
Change in fair value of cash flowhedges. . . .................
Effect of cash flow hedges setiled during the perted . .. ... ... ..

Other comprehensive income (loss) at December 31, 2007 ... ..

projects, which are probable and reasonably estimable, are
accrued in advance. Ongoing environmental compliance
costs are expensed as incurred.

Restricted Assets. These balances primarily include
amounts held in escrow accounts to satisfy domestic ptug-
ging and abandonment cbligations. These amounts are
restricted as to their current use, and will be released when
we have satisfied all plugging and abandonment obliga-
tions in certain fields.

Foreign Currency. We use the U.S. Dollar as our func-
tional currency in New Zealand. The functional currency is
determined by examining the entities' cash flows, com-
modity pricing, environment and financing arrangements.
We have both assets and liabilities denominated in New
Zealand Dollars, the New Zealand "Assets held for sale”
and a partion of our “Liabilities associated with assets held
for sale” on the accompanying balance sheets. As the ex-
change rate moves between the U.S. Dollar and the New
Zealand Dollar, we recognize transaction gains and losses
in “Income (loss) from discontinued operations, net of tax-
es" on the accompanying statements of income.

Fair Value of Financial Instruments. Our financial in-
struments consist of cash and cash equivalents, accounts
receivable, accounts payable, bank borrowings, and senior
notes. The carrying amounts of cash and cash equivalents,
accounts receivable, and accounts payable approximate
fair value due to the highly liquid or short-term nature of
these instruments. The fair values of the bank borrowings
approximate the carrying amounts as of December 31, 2007
and 2006, and were determined based upon variable inter-
est rates currently available to us for borrowings with similar
terms. Based upon quoted market prices as of December
31, 2007 the fair value of our senior notes due 2017, which
were issued in June 2007, was $237.5 million, or 85.0% of
face value. Based upon quoted market prices as of Decem-
ber 31, 2007 and 2008, the fair values of our senior notes
due 2011 were $150.8 million, or 100.5% of face value, and
$152.6 million, or 101.75% of face value.

Reclassification of Prior Period Balances. Certain
reclassifications have been made to prior pericd amounts
to conform to the current year presentation.

Accumulated Other Comprehensive Income
(Loss), Net of Income Tax. We follow the provisions of
SFAS No. 130, “Reporting Comprehensive Income,” which
establishes standards for reporting comprehensive income.
In addition to net income, comprehensive income or 10Ss
includes all changes to equity during a period, except those
resulting from investments and distributions to the owners
of the Company. At December 31, 2007, we recorded $0.4
million, net of taxes of less than $0.2 million, of deriva-
tive losses in "Accumulated other comprehensive income
{loss), net of income tax” on the accompanying balance
sheet. The components of accumulated other comprehen-
sive Income (loss) and related tax effects for 2007 were as
follows {in thousands}):

Gross Value Tax Effect Net of Tax Value
........... 3 503 $ (187) % 316
........... (842) 312 {530)
........... (319) 119 {200)
........... % (658) % 244 (414)




Total comprehensive income was $20.6 million, $162.0
million, and $115.3 million for 2007, 2006, and 2005, re-
spectively.

Stock Based Compensation. Effective January 1,
20086, the Company adopted Statement of Financial Ac-
counting Standards (SFAS) No. 123 (R), “Share-Based
Payment" (SFAS No. 123R) utilizing the modified prospec-
tive approach. Under the modified prospective approach,
SFAS No. 123R applies to new awards and to awards that
were outstanding on January 1, 2006, as well as those
that are subsequently modified, repurchased or cancelled.
Under the modified prospective approach, compensation
cost recognized for the years ended December 31, 2007
and 2006 includes compensation cost for all share-based
awards granted prior to, but not yet vested as of January
1, 2006, based on the grant-date fair value estimated in
accordance with the original provisions of SFAS No., 123,
and compensaticn cost for all share-based awards granted
subsequent to January 1, 2006, based on the grant-date
fair value estimated in accordance with the provisions of
SFAS No. 123R. Prior periods were not restated to reflect
the impact of adopting SFAS No. 123R.

We have three stock-based compensation plans, which
are described maore fully in Note 6.

Prior to 2006, we accounted for those plans under the
recognition and measurement principles of APB Opinion
No. 25, "Accounting for Stock Issued to Emplayees,” and
related interpretations. No stock-hased employee compen-
sation cost is reflected in net income for employee stock
options prior to 2006, as all options granted under those
plans had an exercise price equal to the fair market value
of the underlying cormmon stock on the date of the grant;
or in the case of the employee stock purchase plan, the
purchase price is 85% of the lower of the closing price of
our common stock as quoted on the New York Stock Ex-
change at the beginning or end of the plan year. Had com-
pensation expense for these plans been determined based
on the fair value of the options consistent with SFAS No.
123, "Accounting for Stock-Based Compensation,” our net
income and earnings per share would have been adjusted
to the following pro forma amounts (in thousands, except
per share amounts):

2005

NetIncome:  AsReported ..... ... ... ... . .. . . $115,778
Stock-based employee compensation expense determined

under fair value method for all awards, netoftax . ............. (2.712)

ProForma. . ... e $113.066

Basic EPS: AsReported . ... ... 54.06

ProFomma. .. . 8397

Diluted EPS:  AsReported .. ... ... ... . ... . . . i $3.95

Pro FOMMa. . o 53.86

Pro forma compensation cost reflected above may not
be reprasentative of the cost to be expected in future years.
The fair value of each option grant, as opposed to its exer-
cise price, is estimated on the date of grant using the Black-
Scholes-Merton option-pricing model with the following
weighted average assumptions in 2007, 2006, and 2005,
respectively: no dividend yield; expected volatility factors of
38.5%, 39.3%, and 41.6%; risk-free interest rates of 4.7%,
4.8%, and 3.8%; and expected lives of 6.0, 4.8, and 3.9
years. We viewed all awards of stock compensation as a
single award with an expected life equal to the average ex-
pected life of underlying awards and amortized the award
on a straight-line basis over the life of the award.

Asset Retirement Obligation. In June 2001, the Fi-
nancial Accounting Standards Board (FASB) issued SFAS
No. 143, “Accounting for Asset Retirement Obligations.”
The statement requires entities to record the fair value of a

48

liability for legai obligations associated with the retirement
obligations of tangible long-lived assets in the period in
which it is incurred. When the liability is initially recorded, the
carrying amount of the related iong-lived asset is increased.
The liability is discounted frem the year the well is expected
to deplete. Over time, accretion of the liability is recognized
each period, and the capitalized cost is depreciated on a
unit-of-production basis over the estimated oit and natural
gas reserves of the related asset. Upon settlement of the
liability, an entity either settles the obligation for its recorded
amount or incurs a gain or loss upon settlement which is
included in the full costs balance. This standard requires us
to record a liability for the fair value of our dismanilement
and abandonment costs, excluding salvage values. Based
on our experience and analysis of the oil and gas services
industry, we have not factored a market risk premium into
our asset retirement obligation.




The following provides a roll-forward of our asset retirement obligation (in thousands):

Asset Retirement Obligation as of January 1, 2005

Accretion eXpPense 10T 200, . ...

Liabilities incurred for new wells and facilities construction
Liabilities incurred for acquisitions
Reductions due to sold and abandonad wells
Revisions in estimated cash flows

Asset Retirement Obligation as of December 31, 2005

Accretion expense 1or 2006, . . . .. ...

Liabilities incurred for new wells and facilities construction
Liabilities incurred for acquisitions
Reductions due to sold and abandoned wells
Revisions in estimated cash flows

Asset Retirement Obligation as of December 31, 2006

Accretion expense for 2007, .. ..

Liabilities incurred for new wells and facilities construction
Liabilities incurred for acquisitions
Reductions due to sold and abandoned wells
Revisions in estimated cash flows

Asset Retirement Obligation as of December 31, 2007

At December 31, 2007 and 2006, approximately $3.4
million and $0.3 million, respectively, of our asset retirement
obiigation is classified as a current liability in "Accounts
payable and accrued liabilities" on the accompanying con-
solidated halance sheets.

New Accounting Pronouncements. In September
2006, the FASE issued SFAS No. 157, Fair Value Measure-
ments. SFAS No. 157 defines fair value, establishes guide-
lines for measuring fair value and expands disclosures
regarding fair value measurements. It does not create or
modify any current GAAP reguirements to apply fair value
accounting. However, it provides a single definition for fair
value that is to be applied consistently for all prior account-
ing pronouncements. SFAS No. 157 was effective for fiscal
periods beginning after November 15, 2007. On February
12, 2008, the FASB delayed the effective date of SFAS No.
157 for non-financial assets and non-financial liabilities, ex-
cept for itemns that are recognized or disclosed at fair value
in the financial statements on a recurring basis, at least
annually. For Swilt, this action defers the effective date for
those assets and liabilities until January 1, 2009. We believe
that the adoption of this statement will not have a material
impact on our financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, The
Fair Value Option for Financial Assets and Financial Liabili-
ties - Including an amendment of FASB Statement No. 115.
SFAS No. 159 permits entities to measure eligible assets
and liabilities at fair value. Unrealized gains and losses on
items for which the fair value option has been elected are
reported in eamings. SFAS No. 159 is effective for fiscal
years beginning after November 15, 2007. We adopted
SFAS No. 158 on January 1, 2008 and did not elect to ap-
ply the far value method to any eligible assets or liabilities
at that time.
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13987

626
142
426
(465)
708
15,424
884
190
12,207
(77
265

28,793

1,438
981
620
(808)

3,435

34,459

In December 2007, the FASB issued SFAS No. 141(R),
Business Combinations. SFAS No. 141{R) provides en-
hanced guidance related to the measurement of identifi-
able assets acquired, liabilities assumed and disclosure
of information related to business combinations and their
effect on the Company. This Statement, together with the
International Accounting Standards Board's IFRS 3, Busi-
ness Combinations, completes a joint effort by the FASB
and IASB to improve financial reporting about business
combinations and promotes the international convergence
of accounting standards. For Swift, SFAS No. 141(R) ap-
plies prospectively to business combinations in 2009 and
is not subject to early adoption. We are currently evaluating
the potential impact of SFAS No. 141(R) on business com-
binations and related valuations.

2. Earnings Per Share

Basic earnings per share (“Basic EPS") have been
computed using the weighted average number of common
shares outstanding during the respective periods. Diluted
earnings per share ("Diluted EPS”) for all periods also as-
sumes, as of the beginning of the period, exercise of stock
options and restricted stock grants using the treasury stock
method. Certain of our stock options and restricted stock
that would potentially dilute Basic EPS in the future were
also antidilutive for the 2007, 2006, and 2005 periods and
are discussed below.

The following is a reconciliation of the numerators and
denominators used in the calculation of Basic and Diluted
EPS {or the years ended December 31, 2007, 20086, and
2005 (in thousands, except per share amounts):




2007

2006 2005

Income
from
Continuing
Operaticns

Per
Share

Shares Amount

Income

from

Continuing
Operations

Income
from
Continuing
Operaticns

Per
Share
Amount

Per
Share
Amount

Shares Shares

Basic EPS:
Net income
from continuing
operations, and
share amounts $152 588

298,084 $5.09

Dilutive Securities:
Restricted stock
Stock options

218
438

$151,074

28,265 $5.16 $97,880 28,496 $3.43

169
582

62
737

Diluted EPS:

Nat income
from continuing
operations, and
assumed share
conversions $152 588

30,640 $4.98

$151,074

30,016 $5.03 $97,880 29,295 $3.34

Options to purchase approximately 1.4 million shares
at an average exercise price of $28.47 were outstanding
at December 31, 2007, while options to purchase 1.5 mil-
licn shares at an average exercise price of $24.53 were
outstanding at December 31, 2006, and options to pur-
chase 2.1 million shares at an average exercise price of
$21.28 were outstanding at December 31, 2005. Approxi-
mately 1.0 million, 1.0 million, and 0.1 million stock options
to purchase shares were not included in the computation
of Diluted EPS for the years ended December 31, 2007,
2006, and 2005, respectively, because these stock options
were antidilutive, in that the sum of the stock option price,
unrecognized compensation expense and excess tax ben-
efits recognized as proceeds in the treasury stock method
was greater than the average closing market price for the
common shares during those periods. Employee restricted
stock grants of 0.4 million shares, 0.3 million shares and
less than 0.1 million shares, were not included in the com-
putation of Diluted EPS for the year ended December 31,
2007, 2006, and 2005, respectively, because these restrict-
ed stock grants were antidilutive in that the sum of the un-
recognized compensation expense and excess tax benefits
recognized as proceeds under the treasury stock method
was greater than the average closing market price for the
common shares during that period.

3. Provision for Income Taxes

Income from continuing operations before taxes is as
follows (in thousands):

Year Ended December 31,

2007 2006 2005
Income from
Continuing
Operations
Before Income
Taxes........... $ 244,556 $ 248,308 % 156,129

The following is an analysis of the consolidated income
tax provision (in thousands):

Year Ended Decamber 31,

2007 2006 2005
Current............ $ 6902 $ 2860 $ 644
Deferred .......... 85,066 94,374 57,605
Total ............. $ 91,968 $ 97,234 $ 58,249

Current taxes are primarily U.S. Federal income taxes. The Company has no continuing operations in foreign jurisdic-

tions.

Reconciliations of income taxes computed using the U.S. Federal statutory rate to the effective income tax rates are as

follows (in thousands):

Income taxes computed at U.S. statutory rate (35%)
State tax provisions, net of fegeral benefits
Cumulative impact of adjustments to net state income tax rate
Write-ofis and valuation allowance of carryover tax assets
Other, net

Provision for income taxes
Effective rate

2007 2006 2005
$ 85,595 $ 86,908 $ 54645
3,396 3.821 2,145
................ — 1,547 1,008
........................ 2,585 3,200 —
392 1,658 451
$ 91,968 $ 97234 3 58,249
37.6% 39.2% 37.3%




The primary upward adjustment in the effective tax rate above the U.S. statutory rate is the provision for state income
taxes (computed net of the offsetting federal benefit), which were $3.4 million, $3.9 miliion and $2.1 million for 2007, 2008,
and 2005, respectively. In 2007, the company recorded write-offs and valuation allowances iotaling $2.6 million as discussed
further below. In 2006 the Company recorded a valuation allowance of $3.2 millicn due to changes in the Company's tax
planning strategies. Additionally, the Company recorded adjustments to the cumulative siate deferred tax liability in the
amounts of $1.5 million and $1.0 million for 2006 and 2005, respectively.

The tax effects of temporary differences representing the net deferred tax liability (asset) at December 31, 2007 and 2006

were as follows (in thousands):

2007 2006
Current deferred tax assets:
Aiternative minimum tax Credits . . o $ 5,094 $ —
Unrealized stock COMPENSALION .. ... 2,403 —
(604 3T 558 2,383
Total current deferred tax assetS. . .. . vt $ 8,055 $ 2,383
Non-current deferred tax assets:
Carryover items, net of valuaticn allowance .. ....... ... ... ... . .. o $ 4,334 $ 2,648
Unrealized stock compensation . ... ... o 1,294 2,680
OB 749 2,527
Total non-current defermred 1axX @S5S . . . . ot e $ 6,377 $ 7,855
Non-current deferred tax liabilities:
Qil and gas exploration and development COstS. . ... ... . o $ 307,083 $ 218,924
01T O O U 1,597 1,389
Total deferred tax liabilities . . .. ... $ 308,680 $ 220313
Net non-current deferred tax liabilities . ... ... . $ 302,303 § 212,458

The total change in the net non-current deferred li-
ability from 2006 to 2007 was $89.8 million. This increase
is primarily atiributable to an $88.2 million increase in the
deferred liability for accelerated tax deductions for oil and
natural gas exploration and development costs,

Current deferred tax assets increased by $5.7 million,
primarily due to alternative minimum tax credits of $5.1 mil-
lion that are expected to be utilized during 2008, Changes
in market prices for oil and natural gas along with other eco-
nomic and operational factors could result in the current
deferred tax assets nat being fully utilized to reduce 2008
income faxes.

The primary non-current deferred tax assets are $4.3
million for State of Louisiana net cperating loss carryovers.
These loss carryforwards are scheduled to expire between
2013 and 2020.

Unrealized stock compensation accounts for $2.4
million in current deferred tax assets and $1.3 million in
non-current deferred tax assets. These amounts are at-
tributable to stock compensation expenses accrued for
employee stock options and restricted stock that are not
realized for income tax purposes until exercised (for stock
options) or vested (for restricted stock). The actual tax de-
ductions realized may be significantly different than the ac-
crued amounts depending on the market value of the stock
on the date of exercise or vasting.

There is also a deferred tax asset of $1.1 million for a
capital loss carryforward which is fully offset by a valuation
allowance. This carryover is scheduled to expire in 2010. At
the end of 2006 the Company had total capital loss carryfor-
ward assets of $6.1 million which included $5.0 million that
expired at the end of 2007, At the end of 2006, the tax assst
net of valuation allowances was $2.4 million. During 2007,
the Company elected not to pursue previously planned
property dispositions that would have utilized these loss
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carryforwards. Accordingly, tax expense was increased in
2007 to adjust for the carryovers that expired and to reserve
a full valuation allowance against the unexpired portion.

Cn January 1, 2007, we adopted the recognition and
disclosure provisions of FASB Interpretation No. 48, "Ac-
counting for Uncertainty in Income Taxes - an interpreta-
tion of FASB Statement No. 109" ("FIN 48"). Under FIN 48,
tax peositions are evaluated for recognition using a more-
likely-than-not threshold, and those tax positions requiring
recognition are measured as the largest amount of tax ben-
efit that is greater than fifty percent likely of being realized
upon ultimate settlement with a taxing authority that has full
knowledge of all relevant information. As a result of adopt-
ing FIN 48, we reported a $1.0 million decrease o our Janu-
ary 1, 2007 retained earnings balance and a cormesponding
increase to our cther long-term liabilities.

The $1.0 million decrease is also the total balance of
our unrecognized tax benefits, which would impact our
effective tax rate if recognized. We do not anticipate any
significant increases or decreases in unrecognized tax
benefits during 2008. Our policy is to record interest and
penalties relating to income taxes in income tax expense.
As of December 31, 2007, no interest or penalties relating
to income taxes have been incurred or recegnized. Our cu-
mulative interest exposure on unrecognized tax benefits is
not material.

There were no changes to unrecognized tax benefits
recorded during 2007.

Our U.S. Federal and State of Louisiana income tax
returns from 1998 forward, our New Zealand income tax
raturns after 2001, and our Texas franchise tax returns after
2005 remain subject to examination by the taxing authori-
ties. There are no unresclved items related to periods pre-
viously audited by these taxing authorities. No other state
returns are significant to our financial position.




4. Long-Term Debt

Our long-term debt as of December 31, 2007 and 2006,
is as follows (in thousands):

2007 2006
Bank borrowings. ... ........ ... $ 187,000 $ 31,400
7-5/8% senior notes due 2011 ..., 150,000 150,000
9-3/8% senior subordinated
notesdue 2012 ............. — 200,000
7-1/8% senior notes due 2017 . ... 250,000 —
Long-termdebt .......... ... $ 587,000 $ 381,400

Bank Borrowings. At December 31, 2007, we had
borrowings of $187.0 million under our $500.0 million credit
facility with a syndicate of ten banks that has a borrowing
hase of $400.0 million, based entirely on assets from con-
tinuing operations, and expires in October 2011. At Decem-
ber 31, 2006, we had borrowings of $31.4 million under our
credit facility. The interest rate is either (a) the lead bank’s
prime rate {7.25% at December 31, 2007) or (b) the adjust-
ed London Interbank Offered Rate (“LIBOR") plus the ap-
plicable margin depending on the level of outstanding cebt.
The applicable margin is based on the ratio of the outstand-
ing balance to the last calculated borrowing base. In Octo-
ber 2006, we increased, renewed and extended this credit
facility, increasing the facility to $500 million from $400 mil-
lion, increasing the commitment amcunt under the borrow-
ing base ta $250 million from $150 million, and extending
its expiration to October 3, 2011 from October 1, 2008. The
other terms of the credit facility stayed largely the same.
In April 2007 we increased the borrowing base to $350.0
million; and effective November 2007, we further increased
it to $400.0 million. In September 2007, we increased the
commitment amount under the borrowing base to $350.0
million from $250.0 million. The covenants related to ihis
credit facility changed somewhat with the extension cf the
facility and are discussed below. We incurred $0.3 million
of debt issuance costs related to the increase of the com-
mitment amount in 2007, and $0.6 million of debt issuance
costs related to the extension of this facility in 2006, which
is included in "Debt issuance costs” on the accompanying
consolidated balance sheets and will be amortized to inter-
est expense over the life of the facility.

The terms of our credit facility include, among other re-
strictions, a limitation on the level of cash dividends {not tc
exceed $15.0 million in any fiscal year), a remaining aggre-
gate limitation on purchases of cur stock of $50.0 million,
requirements as to maintenance of certain minimum finan-
cial ratios (principally pertaining to adjusted working capi-
tal ratios and EBITDAX), and !imitations on incurring other
debt or repurchasing our 7-5/8% senior notes due 2011.
Since inception, no cash dividends have been declared on
our common stack. We are currently in compliance with the
provisions of this agreement. The credit facility is secured
by our domestic oil and natural gas properties. Under the
terms of the credit facility, we can increase this commitment
amocunt to the total amount of the borrowing base at our
discretion, subject to the terms of the credit agreement. The
borrowing base amount is re-determined at least every six
months and the next scheduled borrowing base review is
in May 2008.

Interest expense on the credit facility, including com-
mitment fees and amortization of debt issuance costs, to-

52

taled $6.1 million in 2007, $1.5 million in 2006, and $1.0
million in 2005. The amount of commitment fees included in
interest expense, net was $0.5 million in 2007, $0.6 million
in 2006 and $0.5 million in 2005.

Senior Notes Due 2011. These notes consist of $150.0
million of 7-5/8% senior notes, which were issued on June
23, 2004 at 100% of the principal amount and will mature on
July 15, 2011. The notes are sanior unsecured obligations
that rank equally with all of our existing and future senior
unsecured indebtedness, are effectively subordinated to all
our existing and future secured indebtedness to the extent
of the value of the collateral securing such indebtedness,
including borrowing under our bank credit facility, and rank
senior to all of our existing and future subordinated indebt-
edness. Interest on these notes is payable semi-annually
on January 15 and July 15, and commenced on January
15, 2005. On or after July 15, 2008, we may redeem soma
or all of the notes, with certain restrictions, at a redemp-
tion price, plus accrued and unpaid interest, of 103.813%
of principal, declining to 100% in 2010 and thereafter. We
incurred approximately $3.9 million of debt issuance costs
related to these notes, which is included in “Debt issuance
costs” on the accompanying consolidated balance sheets
and will be amortized to interest expense, net over the life of
the nctes using the effective interest methad. Upon certain
changes in control of Swift Energy, each holder of notes will
have the right to require us to repurchase all or any part of
the notes at a purchase price in cash equal to 101% of the
principal amount, plus accrued and unpaid interest to the
date of purchase. The terms of these notes include, among
other restrictions, a limitation on how much of our own com-
mon stock we may repurchase. We are currently in comp!i-
ance with the provisions of the indenture governing these
senior notes,

Interest expense on the 7-5/8% senior notes due 2011,
including amortization of debt issuance costs totaled $12.0
million in 2007 and $11.9 million in beth 2006 and 2005.

Senior Subordinated Notes Due 2012. These notes
consisted of $200.0 million of 9-3/8% senior subordinated
notes due May 2012, which were issued on April 16, 2002
and were scheduled to mature on May 1, 2012, Interest on
these notes was payable semiannually on May 1 and No-
vember 1. As of June 18, 2007, we redeemed all $200.0
million of these notes. In the secend quarter of 2007, we re-
corded a charge of $12.8 million related to the redemption
of these notes, which is recorded in "Debt retirement costs”
on the accompanying consolidated statement of income.
The costs were comprised of approximately $9.4 million
of premium paid to redeem the notes, and $3.4 million to
write-off unamortized debt issuance costs.

Interest expense on the 9-3/8% senior subordinated
notes due 2012, including amartization of debt issuance
costs totaled $8.9 million in 2007 and $19.2 million in both
2006 and 2005.

Senior Notes Due 2017. These notes consist of
$250.0 million of 7-1/8% senior notes due 2017, which were
issued on June 1, 2007 at 100% of the principal amount and
will mature an June 1, 2017. The notes are senior unsecured
obligations that rank equally with all of our existing and fu-
ture senior unsecured indebtedness, are effectively subor-
dinated to ali our existing and future secured indebtedness
to the extent of the value of the collateral securing such in-
debtedness, including borrowing under our bank credit fa-
cility, and will rank senior to any future subordinated indabt-
edness of Swift Energy. Interest on these notes is payable




semi-annually on June 1 and December 1, and commenc-
ing on December 1, 2007. On or after June 1, 2012, we may
redeem some or ali of these notes, with certain restrictions,
at a redemption price, plus accrued and unpaid interest, of
103.563% of principal, declining in twelve-month intervals
to 100% in 2015 and thereafter. In addition, prior to June 1,
2010, we may redeem up to 35% of the principal amount of
the notes with the net proceeds of qualified offerings of our
equity at a redemption price of 107.125% of the principal
amount of the notes, plus accrued and unpaid interest. We
incurred approximately $4.2 million of debt issuance costs
related to these notes, which is included in “Debt issuance
costs” on the accompanying balance sheets and will be
amortized to interest expense, net over the life of the notes
using the effective interest method. In the event of certain
changes in control of Swift Energy, each holder of notes will
have the right to require us to repurchase all or any part of
the notes at a purchase price in cash equal to 101% of the
principal amount, plus accrued and unpaid interest to the
date of purchase. The terms of these notes include, among
other restrictions, a limitation on how much of our own com-
man stock we may repurchase. We are currently in compli-
ance with the provisions of the indenture governing these
senior notes.

Interest expense on the 7-1/8% senior notes due 2017,
including amortization of debt issuance costs, totaled $10.6
million for the year ended December 31, 2007.

The maturities on our lohg-term debt are $0 for 2008,
2009 and 2010, $337 million for 2011, and $250 million
thereafter.

We have capitalized interest on our unproved proper-
ties in the amount of $9.5 million, $9.2 million, and $7.2 mil-
tion, in 2007, 2006, and 2005, respectively.

5. Commitments and Contingencies

Rental and lease expenses which were included in
“General and administrative, net" on our accompanying
consolidated statements of income were $3.7 million in
2007, $2.7 million in 2006, and $2.5 miillion in 2005. Rental
and lease expenses which were included in "Lease operat-
ing cost” on our accompanying consolidated statements of
income were $6.7 million in 2007, $3.6 millicn in 2006, and
$1.9 million in 2005. Our remaining minimum annual obliga-
tions under non-cancelable operating lease commitments
are $7.7 million for 2008, $4.9 million for 2009 and $3.4
million for 2010, $3.2 millicn for both 2011 and 2012, and
$7.0 million thereafter or $29.3 million in the aggregate. The
rental and lease expenses and remaining minimum annual
obligations under non-cancelable operating lease commit-
ments primarily relate to the lease of our office space in
Houston, Texas which is a ten year lease and expires in
2015,

In the ordinary course of business, we have entered
into agreements with drilling contractors for such services
and tubing and pipe inventory commitments. The remain-
ing commitments at December 31, 2007 for these services
and materials totaled $34.2 million for 2008.

In the ordinary course of business, we have been party
to various legal actions, which arise primarily from our ac-
tivities as operator of oil and natural gas wells. In manage-
ment's opinion, the outcome of any such currently pending
legal actions will not have a material adverse effect on our
financial position or results of operations.
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6. Stockholders’ Equity

Stock-Based Compensation Plans. We have three
stock oplion plans that awards are currently granted under,
the 2005 Stock Compensation Plan, which was adopted by
our Board of Directors in March 2005 and was approved by
shareholders at the 2005 annual meeting of shareholders,
the 2001 Omnibus Stock Compensation Plan, which was
adopted by our Board of Directors in February 2001 and
was approved by shareholders at the 2001 annual meet-
ing of shareholders, and the 1990 Non-Qualified Stock Op-
tion Plan solely for our independent directors. No further
grants, other than stock option reload grants, will be made
under the 2001 Omnibus Stock Compensation Plan or the
1990 Non-Qualified Stock Option Plan, both of which were
replaced by the 2005 Stock Compensation Plan, although
options remain outstanding under both plans and are ac-
cordingly included in the tables below. In addition, we have
an employee stock purchase plan and an employee stock
ownership plan.

Under the 2005 plan, stock options and other equity
based awards may be granted to employees, directors, and
consultants, with directors only eligible to receive restricted
awards. Under the 2001 plan, stock options and other eg-
uity based awards may be granted to employees. Under
the 1990 non-qualified plan, non-employee members of our
Board of Directors were automatically granted options to
purchase shares of common stock on a formula basis. All
three plans provide that the exercise prices equal 100% of
the fair value of the common stock on the date of grant. Re-
stricted stock grants become vested in various terms rang-
ing from three years to five years, stock options become
exercisable in various terms ranging from one year to five
years. Options granted typically expire ten years after the
date of grant or earlier in the event of the opticnee’s sepa-
ration from employment. At the time the stock options are
exercised, the cash received is credited to common stock
and additional paid-in capital. Options issued under these
plans also include a reload feature where additional options
are granted at the then current market price when mature
shares of Swift Energy common stock are used to satisfy
the exercise price of an existing stock option grant. When
Swift Energy common stock is used to satisfy the exercise
price, the net shares actually issued are reflected in the ac-
companying Statement of Stockholders' Equity (see note 1
to table below). We view all awards of stock compensation
as a single award with an expected life equal to the average
expected life of component awards and amortize the award
on a straight-line basis over the life of the award.

The employee stock purchase plan, which began in
1993, provides eligible employees the opportunity to ac-
quire shares of Swift Energy common stock at a discount
through payroll deductions. Through May 31, 2006, the
prior plan year was from June 1 to the following May 31.
A transition period from June 1 to December 31 was used
during the second half of 2006 and a new plan year, from
January 1 to December 31, began being used in 2007. To
date, employees have been allowed to authorize payrell de-
ductions of up to 10% of their base salary during the plan
year by making an election to participate prior to the start
of a plan year. The purchase price for stock acquired un-
der the plan is 85% of the lower of the closing price of our
common stock as quoted on the New York Siock Exchange
at the beginning or end of the plan year (or a date during
the year chosen by the participant through the plan year,
for plan years ending on or before May 31, 2006). Under
this plan for the last three years, we have issued 17,678



shares at a price of $35.00 in 2007, 22,425 shares at a price
range of $29.84 to $32.80 in 2008, and 32,495 shares at a
price range of $15.56 1o $18.12 in 2005. As of December
31, 2007, 58,721 shares remained available for issuance
under this plan.

As a result of adopting SFAS No. 123R cn January 1,
2006, our income from continuing operations before income
taxes, income from continuing operaticns, net income and
basic and diluted earnings per share for the year ended
December 31, 2006, were $3.4 million, $2.8 million, $2.8
million, $0.09, and $0.09 lower, respectively. Upon adop-
tion of SFAS 123R, we recorded an immaterial cumulative
eftect of a change in accounting principle as a result of our
change in policy from recognizing forleitures as they occur
to one recognizing expense based on our expectation of
the amount of awards that will vest over the requisite ser-
vice period for our restricted stock awards. This amount
was recorded in "General and Administrative, net" in the
accompanying consolidated statements of income.

We receive a tax deduction for certain stock option ex-
ercises during the period the options are exercised, gener-
ally for the excess of the price at which the stock is sold over
the exercise price of the options. In addition, we receive an
additional tax deduction when restricted stock vests at a
higher value than the value used to recognize compensa-
tion expense at the date of grant. Prior to adoption of SFAS
No. 123R, we reported all tax benefits resulting from the
award of equity instruments as operating cash flows in our
consolidated siatements of cash flows. In accordance with
SFAS No. 123R, we are required to report excess tax ben-
efits from the award of equity instruments as financing cash

Dividend yield

Expected volatility

Risk-free interest rate

Expected life of options {in years)
Weighted-average grant-date fair value

flows. These benefits were $3.3 million for the year ended
December 31, 2006. For 2007 an estimated excess benefit
of $0.6 milion has been realized and credited to paid-in
capital. Unrealized benefits of $1.2 million will not be rec-
ognized until the period in which the related carryover tax
assets are realized.

Net cash proceeds from the exercise of stock options
were $3.2 millien and $11.8 million for the years ended De-
cember 31, 2007 and 2006. The actual income tax benefit
from stock aption exercises was $1.9 million and $4.8 mil-
lion for the same periods.

Stock compensation expense for both stock options
and resiricted stock issued to both employees and non-
employees is recorded in "General and Administrative,
net” in the accompanying consolidated statements of in-
come, and was $9.4 million, $6.3 million, and $1.5 million
for the years ended December 31, 2007, 2006, and 2005
respectively. We also capitalized $4.2 mitlion, $3.4 million,
and $1.0 million of stock compensation in 20606, 2005, and
2304, respectively.

Our shares available for future grant under our stock
compensation plans were 714,103 at December 31, 2007.
Each stock option granted reduces the aforementioned to-
tat by one share, while each restricted stock grant reduces
the shares available for future grant by 1.44 shares.

Stock Options. We use the Black-Scholes-Merton op-
tion pricing maodel to estimate the fair valus of stock option
awards with the following weighted-average assumptions
for the indicated periods.

Years Ended December 31,

$ 19.61 $ 18.03

2007 2006 2005
0% 0% 0%
38.5% 39.3% 41.6%
4.7% 4.8% 3.8%
6.0 4.8 39

$ 1284

The expected term has been calculated using the Securities and Exchange Commission Staff's shortcut approach from
Staff Accounting Bulletin No. 107. We have analyzed historical volatility and based on an analysis of ail relevant factors use a
three-year period to estimate expected volatility of our stock option grants.

At December 31, 2007, $2.9 million of unrecognized compensation cost related to stock options is expected to be rec-

ognized over a weighted-average period of 1.5 years.

The following table represents stock option activity for the years ended December 31, 2007, 2006 and 2005:

2007 2006 2005

Wid. Avg. Wid. Avg. Wwid. Avg.

Shares  Exer. Price Shares  Exer. Price Shares  Exer, Price
QOptions outstanding, beginning of period .. .. 1,543,140  § 24.59 2,118,179 $ 2128 2998668 & 18.51
Optionsgranted . .............. ... ... .. 201,691 $ 43.40 234,110 § 45.73 176,262  $ 35.17
Optionscanceled . . .............. ... ... (41,800) $ 37.15 (51,739) $2225 (45,142) $ 18.94
Options exercised' . ... .. ... ... {259,791y & 18.13 (7514100 $ 22.02 (1,011.609) % 9.78
Options outstanding, end of pericd . ... ... .. 1,449,240 § 2847 1,549,140 § 2459 2118179  $ 21.28
Options exercisable, end of period .. ....... 067,429 § 2570 884,876 $ 2260 1,085508  § 20.98

IThe plans allow for the use of a “stock swap" in lieu of a cash exercise for options, under certain circumstances. The delivery of Swift Energy com-
mon stock, held by the optionee for a minimum of six months, which are considered mature shares, with a fair market value equal to the required
purchase price of the shares to which the exercise relates, constitutes a valid “stock swap.” Options issued under a “stock swap” also include a re-
load feature where additional options are granted at the then current market price when mature shares of Swilt stock are used io satisfy the exercise
price of an existing stock option grant. The terms of the plans provide that the mature shares delivered, as full or partial payment in a “stock swap”,
shall again be available for awards under the plans. In 2007, 2006 and 2005 respectively, 19,191, 98 581 and 170,762 mature shares were delivered
in "stock swap" transactions, which resulted in the issuance of an equal number of reload aption grants.



The aggregate intrinsic value and weighted average remaining contract life of options outstanding and exercisable at
Decemnber 31, 2007 was $23.2 million and 5.2 years and $18.3 million and 4.1 years, respectively. The total intrinsic value of
options exercised during the year ended December 31, 2007 was $6.1 million.

The following table summarizes information about stock options outstanding at December 31, 2007:

Options Qutstanding Cptions Exercisable
Number Wtd. Avg. Number
- Range of QOutstanding Remaining Wwid. Avg. Exercisable Wid. Avg.
Exercise Prices at 12/31/07 Contractual Life Exercise Price at 12/31/07 Exercise Price
$ 6.00t0%20.99 503,471 4.7 $1364 401,371 $ 1335
$21.00t0$35.89 473,870 44 $ 2814 382,790 $ 28.88
$36.00to $52.00 471,899 6.6 $ 4462 183,268 $ 46.08
$ 6.00t0%$52.00 1,449,240 52 § 28.47 967,429 $ 2570

Restricted Stock. In 2007, 2006 and 2005, the Company issued 328,290, 324,640 and 158,500 shares, respectively, of
restricted stock to employees, consultants, and directors. These shares vest over a three-year to five-year period and remain
subject to forfeiture if vesting conditions are not met. The fair value of these shares when issued was approximately $43 per
share in 2007 and 2006 and $38 per share in 2005.

The compensation expense for these awards was determined based on the market price of our stock at the date of grant
applied to the total number of shares that were anticipated to fully vest. As of December 31, 2007, we have unrecognized
compensation expense of approximately $16.2 million associated with these awards which are expected to be recognized
over a weighted-average period of 1.6 years. The total fair value of shares vested during the year ended December 31, 2007
was $7.5 million.

The following is & summary of our restricted stock issued to employees, consultants, and directors under these plans as
of December 31, 2007, 2006, and 2005:
2007 2006 2005

Wid. Avg. Wid. Avg. Witd. Avg.
Shares  Grant Price Shares  Grant Price Shares Grant Price

Restricted shares outstanding, beginning

ofperiod ... ... ... ... ... 503,184  $ 40.04 236,950 $ 34.79 100,800 $23.92
Resiricted sharesgranted ... ................... 320290  § 43147 324,640 $ 43.21 158,500 $ 38.31
Restricted sharescanceled . ................. ... (47,595) $ 39.63 (22,630} $ 38.01 {7.450) $39.03
Restricted sharesvested . .. .. ....... ... ... .. .. (188,289) % 4005 (35,776) % 2457 {15,000) $ —
Restricted shares outstanding, end of period . .. . ... 596,590 $ 41.60 503,184 $ 40.04 236,950 $ 34.79
Employee Stock Ownership Plan. In 1996, we es- Empleyee Savings Plan. We have a savings plan
tablished an Employee Stock Ownership Plan {"ESOP") under Section 401(k) of the Internal Revenue Code. Eiigi-
effective January 1, 1996. All employees over the age of ble employees may make voluntary contributions into the
21 with one year of service are participants. This plan has 401(k) savings plan with Swift contributing on behalf of the
a five-year cliff vesting. The ESOP is designed to enable eligible employee an amount equal to 100% of the first 2%
our employees to accumulate stock ownership. While there of compensation and 75% of the next 4% of compensation
will be no employee contributions, participants will receive based on the contributions made by the eligible employ-
an allocation of stock that has been contributed by Swift ees. Our contributions 1o the 401 (k) savings plan were $1.3
Energy. Compensation expense is recognized upon vest- million far 2007, $1.0 million for 2008, and $0.8 million for
ing when such shares are released to employees. The plan 2005, and are recorded as "General and administrative, net”
may also acquire Swift Energy common stock, purchased on the accompanying consclidated statements of income.
at fair market value. The ESOP can borrow money from The contributions in 2007, 2006, and 2005 were made all
Swift Energy to buy Swift Energy common stock. ESOP in comman stock. The shares of common stock contrib-
payouts will be paid in a lump sum or installments, and the uted to the 401{k) savings plan totaled 29,934, 23,890, and
participants generally have the choice of receiving cash or 17,920 shares for the 2007, 2008, and 2005 contributions,

stock. At December 31, 2007, 2006, and 2005, all of the respectively.
ESOP compensation was earned. Qur contribution to the

ESOP plan totaled $0.4 million for the years ended Decem- Treasury Shares. In March 1997, our Board of Direc-
ber 31, 2007 and 2006 and $0.2 million for the year ended tors approved a common stock repurchase program that
December 31, 2005, and were made all in common stock, terminated as of June 30, 1999, Under this program, we
and are recorded as "General and administrative, net” on spent approximately $13.3 million to acquire 927,774 shares
the accompanying consolidated statements of income. The in the open market at an average cost of $14.34 per share.
shares of common stock contributed to the ESOP plan to- At December 31, 2007, 436,414 shares remain in treasury
taled 9,218, 8,927, and 4,438 shares for the 2007, 20086, {net of 533,505 shares used to fund the ESOP 4G1(k) con-
and 2005 contributions, respectively. tributions and acquisitions} with a total cost of $7.5 million
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and are included in “Treasury stock held, at cost” on the
accompanying consolidated balance sheets.

Shareholder Rights Plan. Our Rights Agreement was
initially adopted by the Board of Directors in 1997 for a ten
year term. The Board of Directors renewed and extended
the Rights Agreement for an additional ten year term from
December 21, 2006. Pursuant to the Rights Agreement as
amended, for each share of Swift Energy common stock
a holder has the right to purchase one one-thousandth of
a share of Swift Energy preferred stock for $250 upon the
occurrence of certain events triggered when a person or
entity purchases 15% or more beneficial ownership of Swift
Energy's outstanding common stock. The rights are not ex-
ercisable by such 15% or more beneficial owner.

7. Related-Party Transactions

We receive research, technical writing, publishing, and
website-related services from Tec-Com Inc., a corporation
located in Knoxville, Tennessee and controlled and major-
ity owned by the aunt of the Company's Chairman of the
Board and Chief Executive Officer. We paid approximately
$0.6 million to Tec-Com for such services pursuant to the
terms of the contract in 2007, $0.5 million in 2006 and $0.4
million in 2005. The contract was renewed on June 30, 2007
on substantially the same terms as the previous contract
and expires June 30, 2010. We believe that the terms of this
contract are consistent with third party arrangements that
provide similar services,

As a matter of corporate governance policy and prac-
tice, related party transactions are annually presented and
considered by the Corporate Governance Committee of
our Board of Directors in accordance with the Committeg's
charter.

8. Discontinued Operations

In December 2007, Swift agreed to sell substantially
alt of our New Zealand assets for approximately $87.8 mil-
lion. Accordingly, the New Zealand operations have been

Ollandgassales ........ ... ... ... . iiiii..

classified as discontinued operations in the consolidated
statements of income and cash flows and the assets and
associaied liabilities have been classified as held for sale
in the consolidated balance sheets. We began a strategic
review of our New Zealand assets in the second quaner of
2007 which culminated in the agreement to sell substan-
tially all of these assets, with an expected closing towards
the end of the first quarter of 2008. Proceeds from the New
Zealand assets sale will most likely be used to pay down a
porticn of our credit facility.

In accordance with SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-lived Assets” (“SFAS 144™,
the results of operations and the non-cash asset write-
down for the New Zealand operations have been excluded
from continuing operations and reported as discontinued
operations for the current and prior periods. Furthermore,
the assets included as part of this divestiture have been
reclassified as held for sale in the Balance Sheet for prior
periods. During the fourth quarter of 2007, the Company
assessed its long-lived assets in New Zealand based on
the selling price and terms of the sales agreement and re-
corded a non-cash asset write-down of $143.2 million relat-
ed to these assets. This write-down is recorded in “Income
(loss) from discontinued operations, net of taxes” on the
accompanying statements of income.

We expect to sell our remaining permit in New Zealand
sometime in 2008. The remaining book value for this permit
is approximately $0.5 million which we believe is less than
the current fair value of the property. If net proceeds from
the sale of this permit exceed $0.5 million then a gain on
sale of property will be recorded. If net proceeds from the
sale of this permit are less than $0.5 million then a loss on
sale of property will be recorded.

The following table summarizes the amounts included
in income (loss) from discontinued operations for all peri-
ods presented. These revenuas and expenses were histori-
cally reported under our New Zealand operating segment,
and are now reported in discontinued operations (in thou-
sands except per share amounts):

2007 2006 2005

............ $ 42394 $ 64038 $ 67894

OIherrevenues . . .. ... 1,221 862 989

Totalrevenues ... ... .. e 43,615 64,901 68,893
Depreciation, depletion, and amortization .. ............ ... ... ... ..., 23,147 30,051 26,354
Other Operating eXPensSes. . . ..ot 22,491 20,872 23,230
Non-cash write-down of property and equipment . .. ... ... ... ... .. 143,152 — —

Totalexpenses . .. .. ... 188,790 50,923 46,584
Income (loss) from discontinued operations before income taxes .. ... .. .. (145,175) 13,978 22,309
Incometaxexpense (benefit) ......... .. ... .. o (13,874) 3,487 4,412

Income (loss) from discontinued operations, net oftaxes ........ ... .. $ (131,301 $ 10,491 $ 17,898
Earnings per common share from discontinued operations - diluted . . . . . .. 3 {4.29) 3 0.35 $ 0.81
Annual salesvolumes (MBoe) .. ... ... 1,387 2,252 2,758
Total 8ssets . . o $ 110,585 $ 235997 $ 241,943
Cash flow provided by operating activities. . . .................... .. ... $ 258620 $ 41,680 $ 48,543
Capitalexpenditures . ... ... ... ... . . e $ 9466 $ 56,707 $ 50,844

Far the years 2007, 2006, and 2005, our capitalized general and administrative expenses totaled $4.2 million, $4.1 mil-

lion, and $4.3 million.




Total income taxes differed from the amount computed by applying the statutory income tax rate to income from discon-
tinued operations. The sources of these differences are as follows (in thousands):

2007 2006 2005
Income (loss) before tax from discontinued operations. ................. $ (145,175) § 13978 $ 22,309
Income taxes computed at U.S. statutoryrate (35%) . .. .. ............... $ (50,811) $ 4892 $ 7809
Effect of foreign operations. .. ... ... .. .. 6,336 (293) (452)
Currency exchange impact on foreign tax caleulation . .. ................ (1,659) {1,346) (2.769)
Valuation allowance. .. ... . 33,502 — —
0 {3 {(1,242) 234 {176)
Total income tax expense related to discontinued operations . ... .. .. ... .. $ (13,874 $ 3487 $ 4412
Effectivetaxrate .. ... . . 9.6% 24 9% 19.8%

The tax effects of temporary differences thai give rise to significant portions of the deferred assets (liabilities) associated
with assets held for sale at December 31, 2007 and 2006 are as follows (in thousands}:

2007 2006
Non-current deferred tax assets
Loss carryover items net of valuation allowance .............. .. .. oo $ — $ (55,197)
)= — (1,204)
Total deferred tax aSsets . . . ... e e — (56,401)
Non-current deferred tax liabilities
Oil and gas exploration and development costs ... ... ... . — 68,910
Total deferred tax liabilities . . .. ... ... .. .. — 68,910
Net deferred tax liabilities . . . ... .. ... . ... . . e 3 — $ 12,502

The 2007 write-down of properties held for sale resulted in an estimated net deferred tax asset balance of $33.5 million,
calculated using the New Zealand tax rate of 30%. This estimated net asset is attributable io New Zealand tax loss carryovers
in excess of the amounts that will be utilized to offset the proceeds from the $87.8 million asset sale. As of Decemnber 31,
2007, management assessed that the probahility of generating additional taxable income to utilize these loss carryovers was
less than more likely than not. Accordingly, the provision for income tax for discontinued operations includes a valuation
allowance charge for the full amount of the deferred tax asset. If the Company's remaining assets are scld in excess of tax
basis, these loss carryovers will be available to offset such a gain.

Until the decision was made to sell the Company's New Zealand assets, no provision had been made for U.S. income tax
on New Zealand earnings. Management had maintained a plan to reinvest earnings from New Zealand indefinitely. Because
of the losses on liquidation, we anticipate that the distribution of sales proceeds to the U.S. will be deemed a return of capital
for U.S. income tax purposes. Accordingly, no provision has been made for U.S. income tax.

The following presents the main classes of assets and liabilities associated with the New Zealand operations that are
held for sale as of December 31, 2007 and 2006 (in thousands).

2007 2006
Assets
Property and equipment, net . ... .. e $ 96549 $ —
Total current assets held forsale . . ... ... .. . $ 96,549 $ —
Property and equipment, net .. .. ... $ — $ 252,380
Total long-term assets heldforsale. . ........... .. .. .. . . . . $ — $ 252,380
Liabilities
Asset retirement ObligGation . . .. .. e g 8,066 $ —
Deferred INCOMEB aXES . . o e — —
Total current liabilittes associated with assets heldforsale. ........................ .. 3 8,066 % —
Assetratrement obligation . ... . ... $ — $ 5,666
Deferred INCOME taxes . .. ... .. — 12,509
Total long-term liabilities associated with assets heldforsale ...................... .. $ — $ 18175
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9. Acquisitions and Dispositions

in October 2007, we acquired interests in three South
Texas fields in the Maverick Basin from Escondido Resourc-
es, LP. The property interests are located in the Sun TSH
field in La Salte County, the Briscoe Ranch field primarily in
Dimmit County, and the Las Tiendas field in Webb County.
We refer to these properties as the Cotulla properties. We
paid approximately $248.2 million in cash for these inter-
ests including purchase price adjustments. After taking into
account internal acquisition costs of $2.5 million, our total
cost was $250.7 million. We allocated $241.8 million of the
acquisition price to “Proved Properties” and $8.9 million
to "Unproved Properties” and recorded a liability for $0.6
million to “Asset retirerment obligation” on our accaompany-
ing consolidated balance sheet. These acquisitions were
accounted for by the purchase method of accounting. We
made these acquisitions to increase our exploration and
development opportunities in South Texas. The revenues
and expenses from these properties have been included
in our accompanying consolidated statement of income
from the date of acquisition forward; however, given that
the acquisitions closed in the fourth quarter of 2007, these
amounts were not material to our full year 2007 results,

In Cctober 2006, we acquired interests in five South
Louisiana fields. The property interests are located in; Bay-
ou Sale, Horseshoe Bayou and Jeanerette fields (all locat-
ed in St. Mary Parish), High Istand field in Cameron Parish
and Bayou Penchant field in Terrebonne Parish. We paid
approximately $167.9 million in cash for these interests. Af-
ter taking into account internal acquisition costs of $4.0 mil-
lion, our total cost was $171.9 million. We allocated $143.1
million of the acquisition price to "Proved Properties” and
$28.8 million to “"Unproved Properties” and recorded a li-
ability for $11.5 million to "Asset retirement obligation” on
our accompanying consclidated balance sheet. These ac-
quisitions were accounted for by the purchase method of
accounting. We made these acquisitions to increase our
exploration and development opportunities in South Loui-
siana. The revenues and expenses from these properties
have been included in our accompanying consolidated
statements of inceme from the date of acquisition forward:
however, given the acquisitions closed in the fourth quarter
of 2008, these amounts were not material to our full year
2006 results.

In December 2006, we acquired additional interests in
our Lake Washington field, We paid approximately $20.0
million in cash for these interests. After taking into account
internal acquisition costs of $0.4 million, our total cost was
$20.4 million. We allocated $17.9 million of the acquisition
price to “Proved Praperties” and $2.5 million to "Unproved
Properties” and recorded a liability for $0.8 million to "Asset
retirement obligation” on our accompanying consclidated
balance sheet. This acquisition was accounted for by the
purchase method of accounting. We made this acquisition
to increase our exploration and development opportunities
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in South Louisiana. The revenues and expenses from this
acquisition have been included in our accompanying con-
solidated statements of income from the date of acquisition
forward; however, given the acquisition closed in Decemn-
ber 2006, these amounts were not material to our full year
2006 results.

In April 2006, we sold our minority interest in the Brooke-
land natural gas processing plant for approximately $20.3
million in cash. Under the “full-cost” method of accounting
for oil and natural gas property and equipment costs, the
proceeds of this sale were applied against our oil and natu-
ral gas properties and equipment balance, and no gain or
loss was recognized on this transaction.

In Novernber 2005, we acquired interests in the South
Bearhead Creek field in Central Louisiana, We paid ap-
proximately $24.3 million in cash for these interests. After
taking into account internal acquisition costs of $2.6 million
and assumed liakilities of $1.4 million, our total cost was
$28.3 million. We allocated $26.2 million of the acquisition
price to "Proved Properties” and $2.5 million to “Unproved
Properties” and recorded a liability for $0.4 million to “Asset
retirement obligation” on our accompanying consolidated
balance sheet. In December 2006, we acquired additional
interests in this field. We paid approximately $4.5 million in
cash for these additional interests. After taking into account
internal acquisition costs of $0.1 million, our total cost was
£4.6 million. We allocated $4.1 million of the acquisition
price to "Proved Properties” and $0.5 million to “Unproved
Properties” on our accompanying consclidated balance
sheet. These acquisitions were accounted for by the pur-
chase method of accounting. We made these acquisitions
to increase our exploration and development opportunities
in this area. The revenues and expenses from these proper-
ties have been included in our accompanying consolidated
statements of income from the date the acquisition closed.
However, given the acquisitions closed in November 2005
and December 2006, these amounts were immaterial for
both the 2005 and 2006 pericds.

10. Condensed Consolidating Financial Information

in December 2005, we amended the indenture for our
9-3/8% Senior Subordinated Notes due 2012, which were
redeermed in June 2007, and our 7-5/8% Senior Notes due
2011 to reflect our new holding company organizational
structure (as discussed in Note 1). As part of this restruc-
turing our indentures were amended so that both Swift En-
ergy Company and Swift Energy Operating, LLC (a wholly
owned indirect subsidiary of Swift Energy Company) be-
came co-obligors of these senior notes and senior subordi-
nated debt. The co-obligations on our Notes due 2011 are
full and unconditional and are joint and several. Prior to this
restructure, Swift Energy Company was the sole obligor.
The following is condensed consolidaiing financial infor-
mation for Swift Energy Company, Swift Energy Operating,
LLC, and other subsidiaries:




Condensed Consolidating Balance Sheets

(in thousands)

ASSETS
Current assets

Property and equipment. . ......... ... ...
Investment in subsidiaries (equity method) . . .

QOther assets . .
Total assets. .

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities . .. .....................
Long-term liabilities. . ................. ...
Stockholders' equity. . .......... ... ..

Total liabilities and stockhelders’ equity. . . . .

{in thousands)

ASSETS
Current assets

Property and egquipment. ... ..............
Investment in subsidiaries {equity methad) . . .

Other assets . .
Total assets. .

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities ... .....................
Long-term liabilities. . . ................ ...
Stockholders' equity. . ... ... ... ...

Total liabilities and stockholders' equity. . . ..

(in thousands)

ASSETS
Current assets

Property and equipment. .. ...............
Investment in subsidiaries (equity method) . . .

QOther assets . .
Total assets. .

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities . . .. ....................
Long-term liabilities. . . ...................
Stockholders' equity. ...

Total abilities and steckholders’ equity. . . . .

December 31, 2007

Swift Energy Co.  Swift Energy

(Parent and Operating, LLC Other Swift Energy Co.

Co-obligor) {Co-obligor)  Subsidiaries Eliminations  Consolidated
8 — § 89513 § 110437 § — § 199,950
— 1,760,195 — — 1,760,195
836,054 — 760,158  (1,596,212) —
— 28,828 — {19,922) 8,906
3 836,054 & 1,878,536 $ 870,585 $(1,616,134) $ 1,969,051
3 — & 195542 § 34547 § (19927 § 210,161
— 922,836 — — 922,836
836,054 760,158 836,054 (1,596,212 836,054
$ 836,054 $ 1878536 $ 870,595 ${1616,134 $ 1,069,051

December 31, 2006
Swift Energy Co.  Swift Energy

(Parent and Operating, LLC Other Swift Energy Co.

Co-obligor) (Co-obligor)  Subsidiaries  Eliminations  Consolidated
$ — 3% 75270 % 8513 % — % 83,783
— 1,239,722 — — 1,239,722
797,917 — 590,720 {1,388,637) —
— 42,519 253,085 (33,427) 262,177
$ 797917 $ 1357511 $ 852318 $(1,422,084) $ 1,585,682
$ — % 137,016 % 8455 3% — & 145,471
— 629,775 45946 (33,427} 642,294
797 N7 590,720 797,917  (1,388,637) 787,917
3 797,917 $ 1,357,511 § 852,318 $(1.422064) $ 1,585,682

December 31, 2005

Swift Energy Co.

Swift Energy

(Parent and Operating, LLC Other Swift Energy Co.
Co-obligor} (Co-obligory  Subsidiaries Eliminations  Consolidated
$ — 8 92,788 % 17410 $ — 5 110,198

— 862,717 — — 862,717

607,318 — 410,612  (1,017,930) —

— 31,955 221,855 (22,313) 231,497

3 607,318 § 987,460 $ 649,877 ${1,040,243) § 1,204,412
$ — & 85472 § 129049 § 5 98,421
— 491,376 29,610 (22,31 3) 498,673

607,318 410,612 607,318 (1,017,930) 607,318

3 607,318 % 987,460 $ 648,877 ${1,040.243) $ 1,204,412
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Condensed Consolidating Statements of Income

(in thousands)

Revenues

Income from continuing operations, before

incometaxes ............ ... ...
Income tax provision. ...................

Income from continuing operations . ... .. ..

Loss from discontinued operations,

netoftaxes. .......... . ... ... .. ... ...

Netincome ... ... ... .. . ..

{in thousands)

Revenues

Expenses. ............ .. ...

Income from continuing operations, before

incometaxes ............ ... 0.,
Income tax provision. .. ............... ..

Income from continuing operations .. .. .. ..

Income from discontinued operations,

netoftaxes. ...................... ...

Netincome .......... ... .. ... . ...

(in thousands)

Revenues

Expenses. . ...... ... .. L,

Income from continuing operations, before

incometaxes ............. ... ... ...
Income tax provision. .. .................

Income from ¢ontinuing operations . . ... ...

Income from discontinued operations,

netoftaxes. ............ ... ... ......

Netincome .......... ... ... .. ........

Year Ended December 31, 2007

Swift Energy Co.

Swift Energy

Expenses. .......... . ...

(Parent and Operating, LLC Other Swift Energy Co.
Co-obligor) (Co-obligor}  Subsidiaries Eliminations  Consolidated
3 — 8 654,121 3 — % — 5 654,121
— 409,565 — — 409,565
— 244,556 - — 244,556
21,287 — 152,588 (173,875) -
21,287 244 556 152,588 (173.875) 244,556
— 91,968 — — 91,968
21,287 152,588 152,588 (173,875) 152,588
— — (131,301} — {(131,301)
5 21287 & 152,588 & 21287 § (173.875) $ 21,287
Year Ended December 31, 2006
Swift Energy Co.  Swift Energy
{Parent and Operating, LLC Other Swift Energy Co.
Co-abligor) (Co-obligor}  Subsidiaries Eliminations  Consolidated
3 — % 550,836 $ — 8 — 8 550,836
— 302,528 — — 302,528
— 248,308 — — 248,308
161,565 — 151,074 (312,639) —
161,565 248,308 151,074 (312,639) 248,308
— 97,234 — — 97,234
161,565 151,074 151,074 (312,639) 151,074
— — 10,491 — 10,491
$ 161,565 § 151,074 ¢ 161565 § (312639 3 161,565
Year Ended December 31, 2005
Swift Energy Co.  Swift Energy
{Parent and Operating, LLC Giher Swift Energy Co.
Co-obligor) (Co-obligory  Subsidiaries Eliminations  Consolidated
$ — 5 354,365 % — § — 3 354,365
— 158,236 —_ — 198,236
— 156,128 — — 156,129
115,778 — 97,880 (213,658) —
115,778 156,129 97,880 (213,658) 156,129
— 58,249 - — 58,249
115,778 97,880 97,880 (213,658) 97,880
— — 17.898 — 17,898
$ 115778 % 97880 $ 115778 3 (213658) & 115,778
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Condensed Consolidating Statements of Cash Flows

(in thousands) Year Ended December 31, 2007

Swift Energy Co,  Swift Energy
(Parentand  Operating, LLC Other

Swift Energy Co.

Co-chligar) {(Co-obligor)  Subsidiaries Eliminations  Consolidaied

Cash: flow from operations . ............... 3 — 3 442282 § 25620 % — % 467,902
Cash flow from investing activities .. ......... — (636,501) (7,827) (13,358) (657.686)
Cash flow from financing activities . .. ... ... .. — 194,348 {13.358) 13,358 194,348
Netincreaseincash...................... — 130 4,435 —_ 4,565
Cash, beginning of period . ................ — 50 1,008 — 1,058
Cash, endofperiod ................... ... $ — % 180 § 5443 & — 3 5,623
(in thousands) Year Ended December 31, 2006

Swift Energy Co.  Swift Energy
(Parentand  QOperating, LLC Other

Swift Energy Co.

Co-obligor) {Co-obligor)  Subsidiaries Eliminations  Consolidated
Cash flow from operations . ............. ... 5 — 5 383241 $ 41680 3% — 3 424,921
Cash flow from investing activities ........... — {474,781) (59,881) 11115 (523,547)
Cash flow from financing activities . . . .. ... ... — 46,679 11,115 (11,115) 46,679
Netincreaseincash...................... — (44,861} (7,086) — (51,947)
Cash, beginningofperiod ................. — 44911 8,094 — 53,005
Cash,endofperiod .................... .. $ — 3 5 § 1,008 §$ — 1,058
(in thousands) Year Ended December 31, 2005

Swift Energy Co.  Swift Energy
(Parentand  Operating, LLC Other

Swift Energy Co.

Co-obligor) (Co-obligor)  Subsidiaries Eliminations ~ Consolidated
Cash flow from operations . ................ 5 — 3 236791 $  4B5H43 & — % 285334
Cash flow from investing activities . .... ... ... — (194,809) (48,837) 3,672 (240,074)
Cash flow from financing activities . . ... ... ... — 2,825 3.672 (3,672) 2,825
Netincreaseincash......... ... ... ...... — 44,706 3,379 — 48,085
Cash, beginningoi period . ............. ... — 205 4,715 — 4,920
Cash,endofperiod ...................... 5 — % 44911 §$ 8094 $ — % 53,005
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Supplementary Information

Swift Energy Company and Subsidiaries
Oil and Gas Operations {Unaudited)

Capitalized Costs. The following table presents our aggregate capitalized costs relating to oil and natural gas produc-

ing activities and the related depreciation, depletion, and amortization (in thousands):

Discontinued
Total Domestic Operations
December 31, 2007:
Proved oiland gas properties. .. ...... ... oo i 3 2,851,712 2,610,469 $ 341,243
Unproved ciland gas properties . .........c.cveeinen.n. 107,085 106,643 452
3.058,807 2,717,112 341,695
Accumulated depreciation, depletion, and amortization .. .. .. ... (1.234,401) (981,449) (252,952)
Netcapitalizedcosis. . ... ... .. .o $ 1,824,406 1,735,663 g 88,743
Becember 31, 2006:
Proved oifand gas properlies. . . ............co oo o $ 2,264,831 1,932,336 3 332,495
Unproved oiland gas properties . ... ..o 112,137 95,569 16,568
2,376,968 2,027,905 340,063
Accumulated depreciation, depletion, and amortization ... ... ... (915,397) (808,708) (106,689)
Net capitalized COSIS. ... ... . . o e $ 1,461,571 1,219,197 % 242,374

Of the $106.6 million of domestic Unproved property costs (primarily seismic and lease acquisition costs) at December
31, 2007, excluded from the amortizable base, $42.6 million was incurred in 2007, $49.2 million was incurred in 2006, $4.5
million was incurred in 2005, and $10.3 million was incurred in prior years. When we are in an active drilling mode, we evaluate

the maijority of these unproved costs within a two to four year time frame.

Of the $0.5 million of New Zealand Unproved property costs at December 31, 2007, excluded from the amortizable base,
$0.1 million was incurred in 2007, $0.1 million was incurred in 2006, $0.1 million was incurred in 2005, and 30.2 million was

incurred in prior years.

Capitalized asset retirement obligations have been included in the Proved properties as of December 31, 2007, 20086,

and 2005,
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Costs Incurred. The following table sets forth costs incurred related to our oil and natural gas operations (in thou-

sands);
Year Ended December 31, 2007
Discontinued
Total Domestic Operations
Acquisition of proved and unproved properties . .. ... ... e 3 253,573 3 253,573 $ —
Lease acquisitions and prospect costs' L 62,380 56,901 5,479
Exploration ... .. 65,815 65,815 —
Deve!opment2 .................................................... 330,866 326,879 3,987
Total acquisition, exploration, and de\.felopment3'4 ................... $ 712,634 3 703,168 3 9,466
Year Ended December 31, 2006
Discontinued
Total Domestic Operations
Acquisition of proved and unproved properties. ... ... ... ... . L $ 212,499 $ 212,499 % -
Lease acquisitions and prospectcosts' ... ... ... 79,183 68,594 10,589
Exploration . ... .. L 20,286 13,225 16,061
DevelopmEntS . ... .. 261,143 231,086 30,057
Total acquisition, exploration, and sde\.felopments'4 ................... $ 582,111 $ 525,404 3 56,707

Year Ended December 31, 2005

Discontinued

Total Domestic Operations
Acquisition of proved and unproved properties. .. ... ... L $ 31,429  § 31,429 S —
Lease acquisitions and prospect COSIS| 41,397 34,502 6,895
EXplOralion ... . 52,350 38,425 13,925
DevelopmMEnts . .. 141,082 111,058 30,024
Total acquisition, exploration, and davelopment™*. ... ... ... ... .. $ 266,258 $ 215,414 $ 50,844

These are actual amounts as incurred by year, including both proved and unproved lease costs. The annual lease acquisition amounts added to
proved oil and gas properties in 2007, 2006, and 2005 were $50.2 million, $70.5 million, and $30.4 million, respectively. Domestic costs for seismic
data acquisition, included above, were $11.6 million, $23.1 million, and $4.2 million in 2007, 2006 and 2005, respectively. New Zealand costs for
seismic data acquisition, included above were $0.5 millicn in 2007 and $3.8 million in 2006,

2Faci|ity construction costs and capital costs have been included in development costs, and totaled $71.3 million, $16.5 million, and $26.9 million
for the years ended December 31, 2007, 2006 and 2005.

3Includes capitalized general and administrative gosts directly associated with the acquisition, exploraticn, and development efforts of approximately
$30.6 million, $28.3 million, and $18.8 million in 2006, 2005, and 2004, respectivaly, In addition, the total includes $9.5 million, $8.2 million, and $7.2
million in 2007, 2006, and 2005, respectively, of capitalized interest on unproved properties.

“Asset retirement abligations incurred have been inciuded in exploration, development and acquisition costs as applicable for the years ended
December 31, 2007, 2006, and 2005.
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Results of Operations (in thousands).

Cilandgassales .. ... ..
Lease operating CoSt . ... ...
Severanceand othertaxes .. ... ... oo
Depreciation, dapletion, and amortization . .................... ... ...
Accretion of asset retirement obligation. ............. ... .. o
Write down of ofl and gas properties .. ... ... .. o

Provision for inCOmMe taxes ... ... . i
Results of producing activities ... ... ... ... .

Amortization per physical unit of production (equivalent Bl of ail) . ... ... ..

Oiland gas sales .. ...
Lease operaling cost . ... ...
Severanceand otherfaxes . ... ... ...
Depreciation, depletion, and amortization ... ... ... ... .. o
Accretion of asset retirement obligation. . ............ . o 0

Provision for inCOmMetaxes . ... ... . .
Results of producing activities . ............... .. .

Amortization per physical unit of production {equivalent Bbl of oily. . ... .. ..

Olland gassales . ... . e
Lease operaling GOSL . .. ...
Severanceand othertaxes . . ... ...
Depreciation, depletion, and amortization . .......... ... ... ... ..
Accretion of asset retirement obligation. .. ... ... oo oL

Pravision forincome taxes .. ... .. i
Results of producing activities . . ... ... ... ...

Amoartization per physical unit of production (equivalent Bblof oil) . .. .. .. ..

Year Ended December 31, 2007

Discontinued

Total Domestic Operations
695,250 $ 652,856 % 42,394
(84,670) (70,893) (13,777)
(76,647) (73,813) (2,834)
(208,757) (186,086) (22,671)
{1,625) (1,437} {188)
(143,152) — (143,152
180,399 320,627 (140,228)
(108,056) {(121,518) 13,462
72,343 3 199,109 § (1286,766)
17.39 % 17.53 3 16.34

Year Ended December 31, 2006

Discontinued

Total Domestic Cperations
601,552 $ 537,513 3 64,039
(62,475) (49,948) (12,527)
(65,452) {61,235) (4,217}
(166,518) (136,826) (29,692)
(1,035) (885) (150}
306,072 288,619 17,453
{117,493) (113,139 (4.354)
188,579 $ 175,480 $ 13,099
14.23 B 14.48 $ 13.18

Year Ended December 31, 2005

Discontinued

Total Domestic Operations
423,767 3 355,373 % 67,894
{47,321) (34,241) (12,380)
{42,177) (37,8086) (4,371)

{106,038) (79,926) (26,112)

(762) (827) (135)
227,469 202,573 24,896
(80,484) (75,560) (4,924)
146,985 127,013 $ 19,972
10.68 $ 1114 % 9.47

These results of operations do not include the gains from our hedging activities of $0.2 million and $4.C miliion for 2007
and 2006, and losses from our hedging activities of $1.1 millicn for 2005, respectively. Our lease operating costs per Boe

produced were $6.68 in 2007. $5.29 in 2006, and $4.87 in 2005.

The accretion of asset retirement obligation has been included in the 2007, 2006 and 2005 periods.

We used our effective tax rate in each country io compute the provision for income taxes in each year presented,

64




Supplementary Reserves Information. The following information presents estimates of our proved oil and natural gas
reserves. Reserves were determined by us and audited by H. J. Gruy and Associates, Inc. ("Gruy"), independent patraleum
consultants, Gruy has audited 100% of cur domestic proved reserves in each of the last three years, and 100% of our New
Zealand proved reserves for 2006 and 2005. Gruy's audit was conducted according to standards approved by the Board of
Directors of the Society of Petroleum Engineers, Inc. and included examination, on a test basis, of the evidence supporting
our reserves. Gruy's audit was based upon review of production histories and other geological, economic, and engineering
data provided by us. Gruy's report dated January 23, 2008, is set forth as an exhibit to the Form 10-K Report for the year
ended December 31, 2007, and includes assumptions and references to the definitions that serve as the basis for the audit

of proved reserves and future net cash flows.

Estimates of Proved Reserves

Total Domestic Disconiinued Operations
Cil, NGL, and Cil, NGL, and Qil, NGL, and
Natural Gas Condensate MNaturai Gas Condensate Natural Gas Condensate
(Mcf) (Bbls} (Mcf} (Bbis) (Mcf) {Bbls)
Proved reserves as of December 31, 2004 318,246,294 80,267,208 237,891,835 69,139,043 80,354,459 11,128,165
Revisions of previous estimates’ (21,461,605) (2,199,673) (13,751,124) (1,023.808) (7,710,481) (1,175,868)
Purchases of minerals in place 9,336,088 3,262,761 9,336,088 3,262,761 _ —
Sales of minerals in place (3,737,714} (100,121)  (3,737,714) {100,121) — —
Extensions, discoveries, and other additions 8,699,320 3,819,595 7,275,207 3,722,744 1,424 122 96,851
Produciion (23.609,242) (5996,714) (11,739,485) (5,217.343) (11.869,757)  (779,371)
Proved reserves as of December 31,2005 287,473,150 79,053,056 225,274,807 69,783,276 62,198,343 9,269,779
Revisions of previous estimates’ (33,631,025} 3,127,635 (34,542219) 3,135885 911,194 (8,250)
Purchases of minerals in place 60,187,095 29225533 860,187,085 2,822,553 — —
Sales of minerals in place (6,122,283) (708,691)  (6,122,283) (708,691) — —
Extensions, discoveries, and other additions 39,012,428 5,627,297 38,466,980 5,512,795 545,448 114,502
Production (22,787,948) (7,902,766) (13,603,589) (7,181,287) (9,184,359) (721,479)
Proved reserves as of December 31, 2006 324,131,417 82,119,084 269660,791 73,464,531 54470626 8,654,552
Revisions of previous estimates' 14,512,097 (2,227517) 12,851,831 (1,947,689) 1,660,266 (279,818}
Purchases of minerals in place 37,748,518 6,571,426 37,748,518 6,571,426 — —
Sales of minerals in place — — — — — —
Extensions, discoveries, and other additions 40,319,284 6,212,888 40319284 6,212,889 - —
Production (22,697 ,180) (8,221,082) (16,782,312} (7,819,536) (5,914,868) {401,546)
Proved reserves as of December 31, 2007 394,014,136 84,454,799 343,798,112 76,481,611 50,216,024 7,973,188
Proved developed reserves:®
December 31, 2004 193,310,761 42,037,852 140,549,052 36,628,873 52,761,709 5,408,979
December 31, 2005 152,001,133 37,889,821 125367,600 35298324 26,633,443 2,601,497
December 31, 2006 151,276,834 34,956,469 133,815,108 33345567 17,461,726 1,610,902
December 31, 2007 187,152,308 36,752529 172,873,952 35547583 14,178,356 1,204,946

' Revisions of previous estimates are related to upward or downward variations based on current engineering information for production rates, volu-
metrics, and reservoir pressure. Additionally, changes in guantity estimates are affected by the increase or decrease in crude oil, NGL, and natural
gas prices al each year-end, Proved reserves, as of December 31, 2007, were based upon prices in effect at year-end. Our hedges at year-end 2007
consisted of oil and natural gas price floors with sirike prices lower than the period end price and did not affect prices used in these calculations.
The weighted average of 2007 year-end prices for total, domestic, and discontinued operations were $6.19, $6.65, and $3.08 per Mcf of natural gas,
$93.24, $93.24, and $93.20 per barrel of oil, and $54.63, $56.28 and $36.98 per harrel of NGL, respeclively. This compares to $5.46, $5.84, and
$3.59 per Mcf of natural gas, $60.41, $60.07, and $63.51 per barrel of oil, and $30.93, $31.54 and $26.84 per barre! of NGL as of December 31, 2008,
for total, domestic, and discontinued operations, respectively. The weighted average of 2005 year-end prices for total, domestic, and discontinued
operations were $8.94, $10.36, and $3.79 per Mcf of natural gas, $60.12, $60.00, and $60.98 per barrel of oil, and $31.40, $33.28 and $19.20 per
barrel of NGL, respectively.

2at December 31, 2007, 45% of our total reserves were proved developed, compared to 44% at December 31, 2006, and 50% at December 31, 2005.
At December 31, 2007, 48% of our domestic reserves were proved developed, compared to 47% at December 31, 2006, and 52% at December
31, 2005. At Decembeer 31, 2007, 22% of our New Zealand reserves were proved developed, compared to 25% at December 31, 2006, and 36% at
December 31, 2005.
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Standardized Measure of Discounted Future Net Cash Flows. The standardized measure of discounted future net
cash flows relating to proved oil and gas reserves is as follows (in thousands):

Year Ended December 31, 2007

Discontinued

Total Domestic Operations
FULUIE groSS reVeNUSES . .. ..o i 3 9,547,840 3 8,745,424 3 802,416
Future productioncosts . ... ... .. oo (2,184,206) {1,814,660) (369,546)
Future development costs . ......... ... i (1,220,492) (1,111,864) (108,628}
Future net cash flows belfore incometaxes . ................. 6,143,142 5,818,900 324,242
Future incometaxes . ... .. i (1,867,588} (1,856,143) (11,445)
Future net cash flows after incometaxes. ................... 4,275,554 3,962,757 312,797
Discountat 10% perannum . ... ... .. i (1,639,111) (1,422,677) (216,434)
Standardized measure of discounted future net cash flows
relating to proved oiland gasreserves . ............. ..., 5 2,636,443 3 2,540,080 3 96,363
Year Ended December 31, 2006
Discontinved
Total Domestic Operations
FUulure grosSSTeveNUBS . ... .. .o iii e 3 6,341,395 $ 5,659,085 $ 682,310
Future production COSIS ... ..o (1,393,634) (1,167,117} (226.517)
Future development costs . ... .. ... o (935,004) (886,843) (48,161)
Future net cash flows before incometaxes .................. 4,012,757 3,605,125 407,632
Future iIncometaxes . .. ... oo (1,187,859) (1,137,617) (50,242)
Future net cash flows after incometaxes . ... ................ 2,824,898 2,467,508 357,390
Discount ai 10% Peranium . ... ... ..o {956,238} (835,593) (120,645)
Standardized measure of discounted future net cash flows
relating to proved oil andgasreserves . ... ... ... $ 1,868,660 $ 1,631,915 3 236,745
Year Ended December 31, 2005
Discontinued
Total Domestic Operations
FUILrE QrOSS FEVEMUES . .. ...t $ 6,917,104 $ 6,194,561 3 722,543
Future production COSIS ... ... .. i (1,334,823) {1,122,638) (212,185)
Future developmentcests . ... (710,344) (667,527) (42,817)
Future net cash flows before incometaxes ... ............... 4,871,937 4,404 396 467,541
FUUre INCOME taxXes . .. . .. . e (1.538.800) (1,461,578) (77,222}
Future net cash flows after incometaxes. ................... 3,333,137 2942818 390,319
Discountat 10% perannum . ... ... ... ..ot in e (1.173,767) (1,048,194) (125,573)
Standardized measure of discounted future net cash flows
relating to proved cil and gasreserves . .................. $ 2,159,370 3 1,894,624 $ 264,746
The standardized measure of discounted future net 3. The future gross revenue streams are reduced by es-
cash flows from production of proved reserves was devel- timated future costs to develop and to produce the proved
oped as follows: reserves, as well as asset retirement obligation casts, net of

salvage value, based on year-end cost estimates and the

1. Estimates are made of guantities of proved reserves estimated effect of future income taxes.

and the future periods during which they are expected to be

produced based on year-end economic conditions. 4. Future income taxes are computed by applying the
stalutory tax rate to future net cash flows reduced by the
tax basis of the properties, the estimated permanent dif-
ferences applicable to future oil and natural gas producing
activities, and tax carry forwards.

2. The estimated future gross revenues of proved re-
serves are priced on the basis of year-end prices, except in
those instances where fixed and determinable natural gas
price escalations are covered by contracts limited to the
price we reasonably expecl to receive.
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The estimates of cash flows and reserves quantities shown above are based on year-end oif and natural gas prices for
each period. Gur hedges at year-end 2007 consisted mainly of il and natural gas price floors with strike prices lower than the
period end price and did not affect prices used in these calculations. Subsequent changes to such year-end oil and natural
gas prices could have a significant impact on discounted future net cash flows. Under Securities and Exchange Commission
rules, companies that follow the full-cost accounting method are required to make quarterly Ceiling Test calcufations using
hedge adjusted prices in effect as of the period end date presented (see Note 1 to the consolidated financial statements).
Application of these rules during periods of relatively low oil and natural gas prices, even if of short-term seasonal duration,
may result in non-cash write-downs.

The standardized measure of discounted future net cash flows is not intended to present the fair market value of qur il
and natural gas property reserves. An estimate of fair value would also take inta account, among cther things, the recovery of
reserves in excess of proved reserves, anticipated future changes in prices and costs, an allowance for return on investment,
and the risks inherent in reserves estimates.

The following are the principal sources of change in the standardized measure of discounted future net cash flows (in
thousands}:

Year Ended December 31,
2007 2006 2005

Beginningbalance . ........ ... .. 3 1,868,660 § 2158369 &% 1,464,945
Revisions to reserves proved in prior years—

Net changes in prices and productioncosts. . ........ ... ... ... 1,259,492 (658,283) 1,232,877

Net changes in future developmentcosts . .. ... ... ... ... ... (227,032) (166,891) (173.219)

Net changes due to revisions in quantity estimates ............. .. 7,013 {60,714) (138,969)

Accretionof discount . . ... ... 266,852 314,345 199,799

Other. . {337,698) (98,479) 17,191
Total revisSions . ... ... . 968,627 (670,022) 1,137,679
New field discoveries and exiensions, net of future production

anddevelopmentcosts . ......... .. ... 305,843 212,629 152,462
Purchases of mineralsinplace. . ............ ... ... .............. 209,369 289,339 99,129
Salesof mineralsinplace.......... ... ... .. (20,378) (10,164)
Sales of oil and gas produced, net of productioncosts . ............. (533,934) (473,625) (334,268)
Previously estimated development costsincurred. .. ... ... ... ... ... 230,046 187,134 100,615
Netchange inincometaxes. ......... ... oo, (412,168) 184,214 (451,029
WNet change in standardized measure of discounted future net

cashflows. ... ... ... . .. . . 767,783 (290,709) 694,424
Endingbalance. .. ... ... . ... $ 2636443 $ 1,868,660 $ 2,159,369

Selected Quarterly Financial Data (Unaudited). The following table presents summarized quarterly financial informa-
tion for the years ended December 31, 2007 and 2006 (in thousands, except per share data):

Income from Income from  Income (Loss} frem  Basic EPS from  Diluted EPS from
Continuing Operations  Continuing Discontinued Continuing Continuing
Revenues Before Income Taxas Operations Operations QOperations Operations
2007
First $ 130,079 $ 41917 3 26,445 3 1,143 $ 0.89 $ 087
Second 156,410 48,557 30,523 987 1.02 1.00
Third 171,272 71,079 42915 (633) 1.43 1.40
Fourth 196,360 83,003 52,705 (132,798) 1.75 1.71
Total $ 654,121 3 244,556 $ 152,588 3 (131,301) $ 509 $ 498
2006:
First $ 119,440 $ 53641 $ 33.829 $ 3,487 § 1186 $ 113
Second 133,361 58,179 36,640 1,528 1.26 1.22
Third 153,447 75,870 46,342 4,469 1.58 1.54
Fourth 144,588 60618 34,263 1,007 1.16 1.13
Total $ 550,836 $ 248,308 $ 151,074 $ 10,491 $ 516 $ 503

There were no extraordinary items in 2007 or 2006. Our New Zealand operations are accounted for as discontinued
operations.

The sum of the individual quarterly net income per commen share amounts may not agree with year-to-date net income
per common share as each quarterly computation is based on the weighted average number of common shares outstanding
during that period. In addition, certain potentially dilutive securities were not included in certain of the quarterly computations
of diluted nat income per common share because to do so would have been antidilutive.
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Form 10-K Excerpts

Item 1. Business

See pages 78 and 79 for explanations of abbreviations
and terms used herein.

General

Swift Energy Company is engaged in developing, ex-
ploring, acquiring, and operating oil and natural gas prop-
erties, with a focus on oil and natural gas reserves onshore
and in the inland waters of Louisiana and Texas. Swift Ener-
gy was founded in 1979 and is headquartered in Houston,
Texas. In December 2007, we agreed to sell the majority
of our New Zealand assets with an expected closing date
towards the end of the first quarter of 2008. At vear-end
2007, we had estimated proved reserves from our domas-
tic continuing operations of 133.8 MMBoe with a PV-10 of
$3.8 billion, while our total estimated proved reserves, both
domestically and in New Zealand, were 150.1 MMBoe with
a PV-10 Value of $3.9 billion (PV-10 is a non-GAAP mea-
sure, see the section titled “Oil and Natural Gas Reserves”
in our Property section for a reconciiiation of this non-GAAP
measure to the closest GAAP measure, the standardized
measure). Our total proved reserves at year-end 2007 were
comprised of approximately 43% crude oil, 44% natural
gas, and 13% NGLs; and 45% of our total proved reserves
were proved developed. Our proved reserves are concen-
trated with 59% of the total in Louisiana, 29% in Texas, 1%
in other states, and 11% in New Zealand.

We currently focus primarily on development and ex-
ploration of fields in three domestic regions:

» South Louisiana Region
Bay de Chene Area
Bayou Penchant Area
Bayou Sale Area
Cote Blanche Island Area
High Island Area
Horseshoe Bayou Area
Jeaneretie Area
Lake Washington Area

» South Texas Region
AWP Clmos Area
Cotulla Area

* Toledo Bend Region
Brookeland Area
Masters Creek Area
South Bearhead Creek Area

Competitive Strengths and Business Strategy

Our competitive strengths, together with a balanced
and comprehensive business strategy, provide us with the
flexibility and capability to achieve cur goals. Our primary
strengths and strategies are set forth below.

Demonstrated Ability to Grow Reserves and
Production

We have grown our domestic proved reserves from
99.0 MMBoe to 133.8 MMBoe over the five-year period end-
ed December 31, 2007. Over the same pericd, our annual
domestic production has grown frem 5.7 MMBoe to 10.6
MMBoe. Our growth in reserves and production over this
five-year period has resulted primarily from drilling activities
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and acquisitions in our three core domestic regions. During
2007, our domestic proved reserves increased by 13%, due
to acquisitions of properties in our South Texas region and
our 2007 drilling results. Based on our long-term historical
performance and our business strategy going forward, we
believe that we have the opportunities, experience, and
knowledge 1o grow both our reserves and production.

Balanced Approach to Grawth

Our strategy Is to increase our reserves and production
through both drilling and acquisitions, shifting the balance
between the two activities in response to market conditions
and strategic opportunities. In general, we focus on drilling
in our anchor assets in each of our three domestic regions
when cil and natural gas prices are strong. When prices
weaken and the per unit cost of acquisitons becomes
more attractive, or a strategic opportunity exists, we also
focus on acquisitions. We believe this balanced approach
has resulted in our ability to grow in a strategically cost ef-
fective mannear, and in 2007 we replaced 245% of our do-
mestic 2007 production and over the last five years we have
replaced 87% of cur domestic production.

For 2008, we are targeting total production from con-
tinuing operations to increase 10% to 15% and proved re-
serves from continuing cperations to increase 5% to 9%
over 2007 levels.

Our 2008 capital expenditures are currently budgeted
at $425 million to $475 million, net of minor non-core dispo-
sitions and excluding any property acquisitions.

Replacement of Reserves

Historically we have added proved reserves through
both our drilling and acquisition activities. We believe that
this strategy will continue to add reserves for us over the
long-term; however, external factors beyond our confrol,
such as adverse weather conditions, commodity market
factors, and governmental regulations, could limit our ability
to drill wells and acquire proved properties in the future. We
have included below a listing of the vintages of our proved
undevelopead reserves in the table titled “Proved Undevel-
oped Reserves” and believe this table will provide an un-
derstanding of the time harizon required to convert proved
undeveloped reserves to oil and natural gas production.
Our reserves additions for each year are estimates. Re-
serves volumes can change over time and therelore cannot
be absolutely known or verified unti! all volumes have been
produced and a cumulative production total for a well or
field can be calculated. Many factors wilt impact cur abil-
ity to access these reserves, such as availability of capital,
commodity prices, new and existing government regula-
tions, adverse weather conditions, competition within our
industry, the requirement of new or upgraded infrastructure
at the production site, and technological advances.

Concentrated Focus on Regions with Operationai
Control

The concentration of cur operations in three domestic
regions allows us to leverage our drilling unit and workforce
synergies while minimizing the continued escalation of
drilling and completion costs. Our average |lease operat-
ing costs for continuing operations, excluding taxes, ware
$6.68, $5.29, and $4.87 per Boe in 2007, 2006, and 2005,




respectively. Each of our three regions includes at least one
anchor asset, previously termed a core area, and several
diversity properties that are targeted for future growth. This
concentration allows us to utilize the experience and knowl-
edge we gain in these areas to continually improve our op-
erations and guide us in developing our future activities and
in operating similar type assets. The value of this concen-
tration is enhanced by our aperational control of 96% of our
proved oil and natural gas reserves base as of December
31, 2007, Retaining operational control allows us to more
effectively manage production, control operating costs, al-
locate capital, and time field development.

Develop Under-Exploited Properties

We are focused on applying advanced technologies
and recovery methods to areas with known hydrocarbon
resources to optimize our exploration and exploitation of
such properties as illustrated in our three domestic regions.
For instance, the Lake Washington field was discovered
in the 1930s. We acquired our properties in this area for
$30.5 million in 2001. Since that time, we have increased
our average daily net production from less than 700 Boe
to 15,900 Boe for the quarter ended December 31, 2007.
We have also increased our proved reserves in the area
from 7.7 million Boe to approximately 36.4 million Boe as
of December 31, 2007. When we first acquired our interests
in AWP Olmos, Brockeland, and Masters Creek, these ar-
eas also had significant additional development potential.
In December 2004, we acquired our Bay de Chene and
Cote Blanche Island fields, which hold mainly proved un-
developed reserves, and we began our initial development
activities of these properties in 2006. In November 2005,
we acquired our South Bearhead Creek field and then in
Cctober 2006, we acquired interests in five fields in South
Louisiana which have significant development potential. In
October 2007, we acquired interests in three South Texas
properties in the Maverick Basin that total approximately
82,000 acres. These properties are located in the Sun TSH
area in La Salle County, the Briscoe Ranch area primarily in
Cimmitt County, and the Las Tiendas area in Webb County.
We intend to continue acquiring large acreage positions
where we can grow production by applying advanced tech-
nologies and recovery methods using our experience and
knowledge developed in our three domestic regions.

Maintain Financial Flexibility and Disciplined
Capital Structure

We practice a disciplined appreoach to financial man-
agement and have historically maintained a disciplined
capital structure to provide us with the ability to execute
our business plan. As of December 31, 2007, our debt {o
capitalization was approximately 41%, while our debt to do-
mestic proved reserves ratio was $4.39 per Boe, and our
debt to domestic PV-10 ratio was 15%. We plan to maintain
a capital structure that provides financial flexibility through
the prudent use of capital, aligning our capital expenditures
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1o our cash flows, and maintaining a strategic hedging pro-
gram. The combination of hedging with coliars, floors, and
forward sales will provide for a more stable cash flow for
ihe periods covered as described in the "Commaodity Risk”
section of this report.

Experienced Technical Team and Technology
Utilization

We employ 61 oil and gas professionals, including
geophysicists, petrophysicists, geologists, petroleum engi-
neers, ancd production and reservoir engineers, who have
an average of approximately 24 years of experience in their
technical fields and have been employed by us for an aver-
age of over five years. In addition, we engage experienced
and qualified consultants to perform various comprehen-
sive seismic acquisitions, processing, reprocessing, inter-
pretation, and other related services. We continually apply
our extensive in-house experience and current technologies
to benefit our drilling and production operations.

We increasingly use seismic technology to enhance
the results of our drilling and production efforts, including
two- and three-dimensional seismic acquisition, pre-stack
image enhancement reprocessing, amplitude versus off-
set datasets, coherency cubes, and detailed field reservoir
depletion planning. In 2004, we completed our 3-D seismic
survey covering our Lake Washington area. In 2007 we uti-
lized this seismic data to drill all of our exploratory and de-
velopment wells. In 2005, we began a seismic program that
encompasses 77 square miles in our Cote Blanche Island
area, which was completed in 2006, and have used this
daia to drill new wells in that area. We now have seismic
data covering over 4,000 square miles in South Louisiana
that has been merged into two data sets, inclusive of data
covering five fields we acquired in 2006 that will farm the
base dataset for our regional exploration and development
program. This data will be analyzed over the next several
years, feeding our acquisition and organic growth led sirat-
egies.

We use various recovery technigues, including gas lift,
water flooding, pressure maintenance, and acid treatments
to enhance crude oil and natural gas production. We also
fracture reservoir rock through the injection of high-pressure
fluid, install gravel packs, and insert coiled-tubing velocity
strings to enhance and maintain production. We believe
that the application of fracturing and coiled-tubing technol-
ogy has resulted in significant increases in production and
decreases in completion and operating costs, particularly
in our AWP Qlmos area.

We also employ measurement-while-drilling technigues
extensively in our South Louisiana region, which allows us
to guide the drill bit during the drilling process. This technol-
ogy allows the well bore path to be steered parallel to the
salt face and to intersect multiple targeted sands in a single
well bore.



Item 2. Properties
Domestic Operating Areas (Continuing Operations)

The following table sets forth information regarding our 2007 year-end proved reserves from continuing operations of
133.8 MMBoe and production of 10.6 MMBoe by area:

% of % of
Developed Undeveloped Total Domestic Domestic % Qil and
Area {MMBoe) (MMBoe) (MMBoe) Reserves Production NGLs
Lake Washington 18.5 17.9 36.4 27.2% 62.0% 92.1%
Bay de Chene 2.3 24 4.7 3.5% 57% 39.9%
Other South Louisiana 7.3 25.2 32.5 24,3% 9.1% 40.1%
Total South Louisiana 28.1 45.5 73.6 55.0% 76.8% 65.8%
AWP 16.3 6.1 22.4 16.8% 10.7% 29.1%
Cotulla 95 6.9 16.4 12.2% 2.8% 51.5%
Other South Texas 0.3 0.1 0.4 0.3% 0.8% 5.8%
Total South Texas 26.1 13.1 39.2 29.3% 14.3% 38.2%
Austin Chalk 4.7 79 12.6 9.4% 4.9% 64.3%
South Bearhead Creek 4.1 27 6.8 51% 3.3% 67.5%
Total Toledo Bend 88 10.6 19.4 14.5% 8.2% 65.4%
Total 63.0 69.2 132.2 98.8% 99.2% 57.6%
Total Louisiana 34.6 53.5 88.1 65.9% 82.1% 66.2%
Total Texas 28.4 15.7 441 32.9% 17.1% 40.2%
Domestic Regional Focus Areas 27 wells, along with the construction of a facility on the west

side of the field, which is expected to be commissioned in
the first half of 2008, to further improve the deliverability and
efficiency in this area.

Our domesitic regions consist of three main regions lo-
cated in South Louisiana, South Texas and Toledo Bend,
which straddles the Texas and Louisiana border. South

Texas is the oldest of our core regions, with our operations Bay de Chene Area. Bay de Chene is located in Jeffer-
being established in the AWP Olmos area in 1989 and the son Parish and Lafourche Parish in South Louisiana in close
acquisition of the Sun TSH, Briscoe Ranch, and Las Tien- proximity to Lake Washington. As of December 31, 2007,
das fields during 2007, which comprise our Cotulla area. In we owned drilling and production rights in 18,546 net acres
mid-1998, we acquired the Masters Creek and Brookeland in Bay de Chene, and successfully drilled two development
areas in the Tolede Bend regicn, with South Bearhead Creek wells in this field. At year-end 2007, we had seven proved
being our most recent acquisition in this region during late undeveloped locations in the Bay de Chene field. During
2005. In South Louisiana, we established our operations 2008, we plan to drill up to five wells in Bay de Chene. Pro-
when we acquired majority interests in producing proper- duction in the Bay de Chene area is currently constrained
ties in the Lake Washington field in early 2001, adding Bay by the market capacity, and alternative outlets are being
de Chene and Cote Blanche Island in December 2004, and pursued by the Company.

adding five fields in 2006: Bayou Sale, Bayou Penchant,

High Island, Horseshoe Bayou, and Jeanerette. Other South Louisiana Areas.Cote Blanche Istand is in

St. Mary Parish which is in South Louisiana. This field holds
South Louisiana predominately undeveloped reserves. As of December 31,

Lake Washington Area. As of December 31, 2007, we 2007, we owned drilling and production rights in 15,498 net
st A02 S O LS s e o Bl fond ] g i ot
}288163}#? Iﬁi?ggﬁgégsggx!%ﬁgs ég; 'i?“gﬂ‘g?gvggrg] proved undeveloped locations in the Cote Blanche Island

it field. During 2008, we plan to drill up to two wells in this
serves of 36.4 MMBoe in this area at December 31, 2007, area along with processing the 3-D seismic data covering

were oil and NGLs. To date, we have primarily produced this area that was shot in 2006. In October 2006, we ac-
from multiple Miocene sands ranging in depth from greater quired interests in five fields located in five primarily onshore

than 2,000 feet to 13,000 ieet. The field is located on a salt South Louisiana fields: Bayou Sale, Horseshoe Bayou and

dome and has produced over 300 million Boe since its dis- Jeanerette fields (all located in St. Mary Parish), High Island
covery in the 1930s. The area around the dome is heavily Field in Cameron Parish and Bayou Penchant Field in Ter-
fautted, thereby creafing a large number of potential iraps. rebonne Parish. Bayou Sale and Horseshoe Bayou fields
Oil and natural gas from approximately 141 producing wells are adjacent to each other and located 13 miles southeast
and 35 shut-in wells is gathered to three platforms located of our Cote Blanche Island field. Produciion in these fields
in water depths from two to 12 feet, with drilling and work- is from formations at depths ranging from 10,000 to 14,000
over operations performed with rigs on barges. feet. The Bayou Penchant field was discovered in the 1930s

In 2007, we drilled 22 development wells, of which 18 and produces from a number of Middle Miocene sands at
wells were completed. At year-end 2007, we had 113 proved depths of 7,000 to 10,000 feet. Bayou Penchant is located
undeveloped locations in this field. QOur planned 2008 capi- approximately 44 miles southeast of Cote Blanche Island
tal expenditures in this area will focus on driliing from 23 to and is a non-operated field with Swift helding an average

70




50% working interest. The High Isiand field is located 65
miles west of Cote Blanche Island and was discovered in
1983. The Jeanerette field is positioned on the flank of a
large salt dome and approximately 12 miles north of Cote
Blanche iIsland. Jeanerette Field produces from the Planu-
lina sands in the 10,000 feet to 15,000 feet depth range. We
plan to initiate an exploration and development program in
2008 tc drill proved undevelopad and probable locations,
recomplete several wells, enhance facllities and improve
per unit operating costs in these five fields. During 2008,
we plan to drill up to five wells in these areas.

In 2007, we successiully drilled one well in the Bayou
Sale field.

South Texas

AWP Olmos Area. As of December 31, 2007, we owned
drilling and production rights in 29,107 net acres in the AWP
QOlmos Area in South Texas. We have extensive experience
with low-permeability, tight-sand formaticns typical of this
area, having acquired our first acreage there in 1988. These
reserves are approximately 71% natural gas. At year-end
2007, we owned interests in and operated 536 wells in this
area producing oil and natural gas from the Clmos sand
formation at depths of approximately 9,000 to 11,500 feet.
We own nearly 100% of the working interests in all these
operated wells.

In 2007, we completed 21 development wells in this
area and performed 16 fracture enhancements. At year-
end 2007, we had 98 proved undeveloped locations. Cur
planned 2008 capital expenditures will focus on drilling 10
to 15 wells in this area.

Cofulla Area. In October 2007, we acquired interests in
three South Texas properties in the Maverick Basin. These
properties are located in the Sun TSH area in La Salle
County, the Briscoe Ranch area primarily in Dimmitt County,
and the Las Tiendas area in Webb County.

As of December 31, 2007, we owned drilling and pro-
duction rights in 81,986 net acres in the Cotulla area, owned
interests in and operated 205 wells, and had 89 proved
undeveloped locations. In 2007, we drilled seven develop-
ment wells in this area, of which six were completed. Our
planned 2008 capital expenditures will focus on drilling 30
to 36 wells in this area.

Toledo Bend

Brookeland Area. As of December 31, 2007, we owned
drilling and production rights in 79,308 net acres and 3,500
fee mineral acres in the Brookeland area. This area is lo-
cated in East Texas near the border of Louisiana in Jasper
and Newton counties. We primarily drili harizontal wells and
produce from the Austin Chalk formation in this area. The
reserves are approximately 57% oil and natural gas liguids.
At year-end 2007, we had ten proved undeveloped loca-
tions.

Masters Creek Area. As of December 31, 2007, we
owned drilling and production rights in 40,509 net acres and
91,534 fee mineral acres in the Masters Creek area. This
area is located in Central Louisiana near the Texas-Louisi-
ana border in the two parishes of Vernon and Rapides.
contains horizontal wells producing both oil and natural gas
from the Austin Chalk formation. The reserves are approxi-
mately 69% oil and NGLs. At year-end 2007, we had nine
proved undeveloped locations. We plan on drilling one to
two wells in the Austin chalk area in 2008.

South Bearhead Creek Area. In Novermnber and Decemn-
ber 2005, and then in December 2006, we acquired inter-
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ests in the South Bsarhead Creek field, which is located
in the Toledo Bend region approximately 50 miles south of
our Masters Creek field and 30 miles north of Lake Charles,
Louisiana. Oil and natural gas are produced in this area
predominantly from the upper and lower Wilcox sands at
depths ranging from approximately 10,600 to 14,100 feet.
The field also has producticn in the Cockfield sands at ap-
proximately 8,000 to 8,500 feet. South Bearhead Creek field
was discovered in 1958 by a major oil company. It is a large
east-west trending anticlinal closure anc has had cumula-
tive production of over 4 million Boe.

In 2007, we drilled 11 development wells in the area,
all of which were successful. As of December 31, 2007, we
owned drilling and production rights in 7,176 net acres in
the South Bearhead Creek area. At year-end 2007, we had
18 proved undeveloped locations in this field. Our 2008
plans for this area include drilling up to four wells.

Domestic Dispositions. In April 2006, we sold our minor-
ity interest in the natural gas processing plant and related
infrastructure that serves the Brookeland and the Masters
Creek areas within our Toledo Bend region. In December
2006, we sold our interest in wells in the Garcia Ranch area
within the Sauth Texas region.

New Zealand Areas (Discontinued Operations)

In December 2007, Swift agreed io sell substantially
all of our New Zealand assets for approximately $87.8 mil-
lion. Accordingly, the New Zealand operations have been
classified as discontinued operations in the consolidated
statements of income and cash flows and the assets and
associated liabilities have been classified as held for sale
in the consolidated balance sheets. We began a strategic
review of our New Zealand assets in the second quarter of
2007 which culminated in the agreement {o sell the majority
of these assets in the fourth quarter of 2007, with an ex-
pected closing towards the end of the first quarter of 2008.
The remaining assets are expected to be sold in the later
part of 2008. Praceeds from the New Zealand assets sale
will most likely be used to pay down a portion of our credit
facility.

Qil and Natural Gas Reserves

The following tables present information regarding
proved reserves of oil and natural gas altributable to our
interests in producing preperties both domestically and in
New Zealand as of December 31, 2007, 2006, and 2005.
The information set forth in the tables regarding reserves
is based on proved reserves reports prepared by us. H.J.
Gruy and Associaies, Inc., Houston, Texas, independent
petroleum engineers, has audited 100% of our domestic
proved reserves in each of the last three years and 100%
of our New Zealand proved reserves for 2006 and 2005
The audit by H.J. Gruy and Asscciates, Inc. was conducted
according to the Standards Pertaining to the Estimating and
Auditing of Oif and Gas Reserve Information approved by
the Board of Directors of the Society of Petroleum Engi-
neers, Inc. Based on its investigations, it is the judgment of
H.J. Gruy and Associates, Inc. that Swift used appropriate
engineering, geolcgic, and evaluation principles and meth-
ods that are consistent with practices generally accepted in
the petroleurn industry. Reserves estimates are based on
extrapolation of established performance trends, material
balance calculations, volumetric calculations, analogy with
the performance of comparable wells, or a combination
of these methods. The classification and definitions of all
proved reserves estimates are in accordance with Rule 4-




10 of Regulation S-X and the auditing process as described
in the Society of Petroleum Engineers document Standards
Pertaining to the Estimating and Auditing of Oif and Gas Re-
serves Information.

A reserves audit and a financial audit are separate
activities with unique and different processes and results.
These two activities should not be confused. As currently
defined by the Society of Petroleum Engineers, a reserves
audit should be of sufficient rigor to determine the appro-
priate reserve classification for all reservas in the property
set evaluated and to clearly state the reserves classification
system being utilized. A financial audit includes examining,
on a test basis, evidence supporting the amounts and dis-
closures in the financial staterments. A financial audit also
includes assessing the accounting principles used and sig-
nificant estimates made by management, as well as evalu-
ating the overall financial statement presentation.

Estimates of future net revenues from our proved re-
serves and their PV-10 Value are made using oil and natural
gas sales prices in effect as of the dates of such estimates
excluding the effects of hedging and are held corstant, for
that year's reserves calculation, throughout the life of the
properties, except where such guidelines permit alternate
treatment, including, in the case of natural gas contracts,
the use of fixed and determinable contractual price escala-
tions. We have interests in certain tracts that are estimated
to have additional hydrccarbon reserves that cannot be
classified as proved and are not reflected in the following
tables. Our hedges at year-end 2007 consisted of oil and
natural gas price floors with strike prices lower than the pe-
ricd-end price and did not affect prices used in these calcu-
lations. The weighted averages of such year-end 2007 pric-
es domestically were $6.65 per Mcf of natural gas, $93.24
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per barre! of oil, and $56.28 per barrel of NGL, compared
to $5.84, $60.07, and $31.54 at year-end 2006 and $10.36,
$60.00, and $33.28 at year-end 2005, respectively. The
weighted averages of such year-end 2007 prices for New
Zealand were $3.08 per Mcf of natural gas, $93.20 per bar-
rel of cil, and $36.98 per barrel of NGL, compared to $3.59,
$63.51, and $26.84 in 2006 and $3.79, $60.98, and $19.20
in 2005, respectively. The weighted averages of such year-
end 2007 prices for all our reserves, both domestically and
in New Zealand. were $6.19 per Mcf of natural gas, $93.24
per barrel of oil, and $54.63 per barrel of NGL, compared o
35.46, $60.41, and $30.93 in 2006 and $8.94, $60.12, and
$31.40 in 2005, raspectively.

The following tables set forth estimates of future net
revenues presented on the basis of unescalated prices and
costs in accordance with criteria prescribed by the SEC
and their PV-10 Value as of December 31, 2007, 2006, and
2005. Operating costs, development costs, asset retirement
obligation costs, and certain production-related taxes were
deducted in arriving at the estimated future net revenues.
No provision was made for income taxes. The estimates
of future net revenues and their present value differ in this
respect from the standardized measure of discounted fu-
ture net cash flows set forth in supplemental information to
our consaclidated financial statements, which is calculated
after provision for future income taxes. We combine NGL
volumes with oil volumes solely for reserves volumes re-
porting purposes. We apply oil prices to proved cil reserves
volumes and apply NGL prices to proved NGL reserves
volumes in determining both the PV-10 and standardized
measure values. PV-10 is a non-GAAP measure; see the
reconciliation of this non-GAAP measure to the closest
GAAP measure, the standardized measure, in the section
below this table,




Estimated Proved Qil and Natural Gas Reserves

Natural gas reserves (MMch):

Proveddeveloped ............... ... ... .. .. .....
Provedundeveloped ............. ... ... ... . ....

Oil reserves {MBbh):

Proveddeveloped . ... .. .. L.
Proved undeveloped ... .. ... . ... ... .. ... .. ... ..

Total Estimated Reserves (MBoe)

Estimated Discounted Present Value of Proved Reserves (in millions)
Proveddeveloped .......... .. ...
Provedundeveioped .. ........ ... ... ... ... ...

PO ValUE .

Estimated Proved Oil and Natural Gas Reserves

Natural gas reserves (MMc1):

Proveddeveloped ....... ... ... ... ... .. ... .....
Provedundeveloped . ... ... ... ... .............

Qil reserves (MBbLI):

Proveddeveloped ........... .. ... ... ... ... .. ...
Provedundeveloped . ........ ... ... ... ... . .0

Total Estimated Reserves (MBoe)

Estimated Discounted Present Value of Proved Reserves (in millions)
. Proved developed .. ... ... ... ... ... . .
Provedundeveloped . .......... ... .. ... ... ... .. ..

PVRIOVaIUE . L

Estimated Proved Qil and Natural Gas Reserves

Natural gas reserves (MMcH):

Proveddeveloped . ...... .. ... ... ... ... . ... ... ..
Provedundeveloped .. ........ ... ... ... ... ... ..

Oil reserves (MBbI):

Proveddeveloped .. ... ... ... ... ... .. ... .. .. ...
Provedundeveloped ... ... ... ... . ... ... ...

Total Estimated Reserves {(MBoe)

Estimated Discounted Present Value of Proved Reserves (in millions)
Proveddeveloped ... .. ... .
Provedundeveloped ........ ... ... . ... ... . ...

PV-10Value. . .

As of December 31, 2007

Discontinued

Total Domestic Operations
187,162 172,974 14,178
206,862 170,824 36,038
394,014 343,798 50,216
36,753 35,548 1,205
47,702 40,934 6,768
84,455 76,482 7,973
150,124 133,781 16,343
2,071 $ 1,999 3 73
1,823 1,790 32
3,894 3 3,789 3 105

As of December 31, 2006

Discontinued

Total Domestic Operations
151,276 133,815 17,462
172,855 135,846 37,009
324131 269,661 54,471
34,956 33,346 1,611
47,163 40,119 7,044
82,119 73,465 8,655
136,141 118,208 17,733
1,382 ¢ 1,307 % 75
1,326 1,137 189
2,708 & 2,444 $ 264

As of December 31, 2005

Discontinued

Total Domestic Operations
152,001 125,368 26,633
135,472 99,907 35,565
287,473 225,275 62,198
37,990 35,298 2,691
41,063 34,485 6,579
79,053 69,783 9,270
126,965 107,329 19,636
1,721 3 1,612 % 109
1,450 1,248 202

3,171 5 2,860 3 311




Proved reserves are estimates of hydrocarbons to be
recovered in the future. Reservoir engineering is a subjec-
tive process of estimating the sizes of underground accu-
mulations of oil and natural gas that cannot be measured
in an exact way. The accuracy of any reserves estimate is
a function of the quality of available data and of engineer-
ing and geological interpretation and judgment. Reserves
reports of other engineers might differ from the reports con-
tained herein. Results of drilling, testing, and preduction
subsequent fo the date of the estimate may justify revision
of such estimates. Future prices received for the sale of oil
and natural gas may be different from those used in prepar-
ing these reports. The amounts and timing of future oper-
ating and development costs may also differ from those

{In millions)

PV-10Value . ... ... . .

Future income taxes (discounted at 10%) .. . ................
Asset retirement obligations (discounted at 10%) ... ... ... ..

Standardized Measure of Discounted Future Net Cash Flows

Relating to Oil and Gas Reserves. .. ... . .............. ..

(fn millions)

PV-10Value .. ... .. .

Future income taxes (discounted at 10%) . .. ................
Asset retirement obligations (discounted at 10%) .. ...........

Standardized Measure of Discounted Future Net Cash Flows

Relating to Oil and Gas Reserves. . .. ............... ....

(In millions)

PV-10Value ... ... .. ... ... .. .

Future income taxes (discounted at 10%) . ..................
Asset retirement obligations (discounted at 10%) ... ... ..... ..

Standardized Measure of Discounted Future Net Cash Flows

Relating to Oil and Gas Reserves. . . ....................
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used. Accordingly, reserves estimates are often different
from the guantities of oit and natural gas that are ultimately
recovered. There can be no assurance that these estimates
are accurate predictions of the present value of future net
cash flows from oil and natural gas reserves.

The closest GAAP measure to PV-10, a non-GAAP
measure, is the standardized measure of discounted future
net cash flows. We believe PV-10 is a helpful measure in
evaluating the value of our oil and natural gas reserves and
many securities analysts and investors use PV-10. We use
PV-10 in our ceiling test computations, and we also com-
pare PV-10 against our debt balances. The following table
is a reconciliation between PV-10 and the standardized
measure of discounted future net cash flows:

As of December 31, 2007

Discontinued

Total Domestic Operations
......... $ 3.894 5 3,789 $ 105
......... (1,212) (1.211) (1)
......... (46) (38) (8)
......... § 2,636 $ 2,540 $ 96

As of December 31, 2006

Discontinued

Total Domestic Operations
......... b 2,708 $ 2,444 $ 264
......... (800) {778) 22
......... (39) (34) (5)
......... $ 1,869 $ 1,632 3 237

As of December 31, 2005

Discontinued

Total Domestic Operations
......... 3 3,17 $ 2,860 5 311
......... (984) (942) (42)
--------- 27) 23) (4)
......... 5 2,159 $ 1,895 3 265




Domestic Proved Undeveloped Reserves

The following table sets forth the aging and PV-10
value of our domestic proved undeveloped reserves as of
December 31, 2007:

PV-10 % of PUD

Volume % of PUD Value PV-10

Year Added  (MMBoe) Volumes (in milions)  Value
2007 171 25% § 3511 20%
2006 13.5 19% 3725 21%
2005 12.6 18% 410.9 23%
2004 11.9 17% 339.1 19%
2003 29 4% 113 6%
Prior to 2003 11.4 17% 2056.3 11%
Total 69.4 100% $1,790.2 100%

Sensitivity of Domestic Reserves to Pricing

As of December 31, 2007, a 5% increase in oil and NGL
pricing would increase our total estimated domestic proved
reserves of 133.8 MMBce by approximately 0.1 MMBoe,
and increase the domestic PV-10 Value of $3.8 billion by
approximately $186 million. Similarly, a 5% decrease in oil
and NGL pricing would decrease our total estimated do-
mestic proved reserves by approximately 0.1 MMBoe and
decrease the domestic PV-10 Value by approximately $186
million.

As of December 31, 2007 a 5% increase in natural gas
pricing would increase our total estimaied domestic proved
reserves by approximately 0.1 MMBoe and increase the do-
mestic PV-10 Value by approximately $59 million. Similarly,
a 5% decrease in natural gas pricing would decrease our
total estimated domestic proved reserves by approximately
0.1 MMBoe and decrease the domestic PV-10 Value by ap-
proximately $59 million.

Drilling Activities

Oil and Gas Wells

The following table sets forth the total gross and net
wells in which we owned an interest at the following dates:

Oil Wells  Gas Wells  Total Wells'2

December 31, 2007;

Gross 504 761 1,265

Net 437.4 7199 1,157.3
December 31, 2006:;

Gross 423 662 1,085

Net 3534 562.4 915.8
December 31, 2005;

Gross 402 565 967

Net 324.8 4975 822.3

'Excludes 65 service wells in 2007, 51 service wells in 2006, and 48
sarvice wells in 2005,

2ncludes 48 wells in New Zealand in both 2007 and 2006, and 45 wells
in 2005.

Qil and Gas Acreage

The following table sets forth the developed and un-
developed leasehold acreage held by us at December 31,
2007:

Developed' Undeveloped'
Gross Net Gross Net
Alabama 9,629 2,600 8i 80
Alaska — _ 41,194 14,017
Louisiana 123917 106,456 57,306 52,180
Texas 145,002 105,400 §2,842 78,152
Wyoming 640 151 27.711 25916
All other states 320 267 400 258
Ofishore Louisiana 4,609 277 5,000 258
Total Domestic 284,117 215,151 214,634 170,861
New Zealand 9,960 9912 580,169 310,354
Total 294,077 225,063 794 803 481,215

'Fee mineral acres acquired in the Brookeland and Masters Creek ar-
eas acquisilion are nat included in the above leasehold acreage table.
We have 26,345 developed fee mineral acres and 68,689 undeveloped
fee mineral acres for a total of 95,034 fee mineral acres.

The following table sets forth the results of our drilling activities during the three years ended Decernber 31, 2007:

Gross Wells Net Wells
Year Type of Well Total Producing Dry Total Producing Dry
2007 Exploratory—Domestic 5 2 3 5.0 2.0 3.0
Development-Oomestic 64 59 5 62.6 58.1 45
Exploratory-New Zealand — — — — — —_
Development—-New Zealand — — — — — —
2006 Exploratory-Domestic 6 — 6 5.5 — 55
Development-Domastic 49 42 7 47.6 40.6 7.0
Exploratory-New Zealand 4 — 4 4.0 — 4.0
Development-New Zealand 4 3 1 4.0 3.0 1.0
2005 Exploratory-Domestic 9 5 4 9.0 50 4.0
Development-Domestic 45 37 8 443 36.3 8.0
Exploratory-New Zealand 5 1 4 37 1.0 27
Development-New Zealand 5 2 3 5.0 20 3.0
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Operations

We generally seek to be the operator of the wells in
which we have a significant economic interest. As opera-
tor, we design and manage the development of a well and
supervise operation and maintenance activities on a day-
to-day basis. We do not awn drilling rigs or other oil field
services equipment used for drilling or maintaining wells
on properties we operate. Independent contractors su-
pervised by us provide this equipment and personnel. We
employ drilling, production, and reservair engineers, geolo-
gists, and other specialists who work to improve production
rates, increase reserves, and lower the cost of operating
our oit and natural gas properties.

Gil and natural gas properties are customarily op-
erated under the terms of a joint operating agreement.
These agreements usually provide for reimbursement of
the operator’s direct expenses and for payment of monthly
per-well supervision fees. Supervision fees vary widely de-
pending on the geographic location and depth of the well
and whether the well produces oil or natural gas. The fees
for these activities in 2007 totaled $11.8 million and ranged
from $500 to $2,495 per well per month,

Marketing of Production

Domestically, we typically sell our oil and natural gas
production at market prices near the wellhead or at a cen-
tral point after gathering and/or processing. We usually sell
our natural gas in the spot market on a monthly basis, while
we sell our oil at prevailing market prices. We do not refine
any oil we produce. In 2007 and 2006, several companies
accounted for 10% or more of our total revenues. Shell Qil
Company and its affiliates, both domestically and in New
Zealand, accounted for approximately 42% and 30% of
our total ail and gas sales in 2007 and 2006, respectively.
In 2007 and 2006, Chevron and its domestic affiliates ac-
counted for 22% and 32% of our total cil and gas sales, re-
spectively. However, due to the demand for oil and natural
gas and availability of other purchasers, we do not believe
that the loss of any single oil or natural gas purchaser or
contract would materially affect our revenues.

Our oil production from the Lake Washington area is de-
livered into ExxonMobil's crude oil pipeline system or trans-
parted on barges for sales to varicus purchasers at prevail-
ing market prices or at fixed prices tied to the then current
NYMEX crude oil contract for the applicable month(s). Our
natural gas production from this area is either consumed
on the lease or is delivered into El Paso’s Tennessee Gas
Pipeline system and then sold in the spot market at pre-
vailing prices. Natural gas delivered into Tennessee Gas
Pipeline is processed at the Yscloskey plant. In the first half
of 2008, we plan to complete a connection which will also
provide for the delivery of natural gas from this area to El
Paso's Southermn Natural Gas pipeline system.

fn 1998, we entered into gas processing and gas trans-
portation agreements for our natural gas production in the
AWP Olmos area with PG&E Energy Trading Corporation,
which was assumed in December 2000 by El Paso Hydro-
carbon, LP and El Paso Industrial, LR, and then assumed by
Enterprise Hydrocarbons L.P in September 2004, for up to
75,000 Mcf per day, which provided for a ten-year term with
automatic one-year extensions unless terminated earlier,
Discussions regarding replacement gas processing and
gas transportation agreements are ongoing with Enterprise
and other providers of such services in the area.

In the Toledo Bend area, our oil production from the
Brookeland, Masters Creek and South Bearhead Creek ar-
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eas is sold to various purchasers at prevailing market pric-
es. Our natural gas production from the Brookeland and
Masters Creek areas is processed under long term gas
processing contracts with Eagle Rock Operating, LLC. The
processed liquids and residue gas production are sold in
the spot market at prevailing prices. South Bearhead Creek
natural gas production is sold into the interstate market
on Trunkline Gas Company's pipeline at prevailing market
prices.

Our oil production fram the Bay de Chene and Cote
Blanche Island fields is transported on barges for sales to
various purchasers ai prevailing market prices. Natural gas
production from both fields is sold into intrastate pipelings
with prices tied to monthly and daily natural gas price indi-
ces.

In the fields of Bayou Sale, Horseshoe Bayou, High Is-
land and Jeanerette in South Louisiana, we market our own
production and sell the oil production to various purchas-
ers at prevailing market prices. Bayou Sale and Horseshoe
Bayou ail production is delivered into Plains All-American
pipeline. Oil production from High Island and Jeanerette
fields is transported to market by truck. Matural gas pro-
duction for each of these fields is sold into one or more
interstate pipelines at prevailing market prices.

In the newly acquired Cotulla area, our oil production
is sold at prevailing market prices and transported to mar-
ket by truck. Natural gas from the fields is delivered either
to Enterprise South Texas Gathering or Regency Gas Ser-
vices, For natural gas delivered to Enterprise, the natural
gas is sold to Enterprise; with Swift receiving revenues from
residue gas sales and processed liquids. For natural gas
delivered to Regency, the natural gas production is trans-
ported to a downsiream processing plant. We sell the resi-
due gas at prevailing market prices and receive processing
revenues from Regency.

The fcllowing table summarizes domestic sales vol-
umes, sales prices, and production cost information for
our net oil and natural gas production from our continuing
operations for the three-year period ended December 31,
2007:

Year Ended December 31,

2007 2006 2005

Domestic Net Sales Volume:

QilMBbIS) . ................ 7.045 6721 4,709

Natural Gas Liguids (MBbls) ... 774 460 508

Natural Gas (MMcf) . ......... 16,782 13604 11,739

Total (MBoe). . ............ 10,617 9,449 7174

Domestic Average Sales Price:

Qil{perBR) ................ $71.92 36428 $53.45

Natural Gas Liguids (per Bbl) . .$49.72 $38.70 $34.00

Natural Gas {per Mcfy ... ... .. $ 642 $ 644 $ 740
Average Production Cost

perBoe) .................. $13.63 $11.77 $10.14

QOur New Zealand production and pricing information is
included in the Discontinued Cperations discussion within
the Management's Discussion and Analysis of Financial
Condition and Results of Operations section of this annual
report. The prices above do not include the effects of hedg-
ing. The hedge adjusted prices are detailed in the “Man-
agement’s Discussion and Analysis of Financial Condition
and Results of Operations” section of this annual report.




Risk Management

Our operations are subject to all of the risks normally
incident to the exploration for and the production of oil and
natural gas, including blowouts, cratering, pipe failure, cas-
ing collapse, fires, and adverse weather conditions, each of
which could result in severe damage to or destruction of il
and natural gas wells, production facilities or other proper-
ty, or individual injuries. The oil and natural gas exploration
business is also subject to environmental hazards, such as
oil spills, naiural gas leaks, and ruptures and discharges
of toxic substances or gases that could expose us 10 sub-
stantial lability due to pollution and other environmental
damage. We maintain comprehensive insurance coverage,
including general liability insurance, officer and director li-
ability insurance, and property damage insurance. Prior to
and at the time of Hurricanes Katrina and Rita, we main-
tained business interruption insurance as well. Since such
time, the cost of such business interruption insurance cov-
erage increased to a level that we believe makes it uneco-
nomical to maintain at this time. We believe that our insur-
ance is adequate and customary for companies of a similar
size engaged in comparable operations, but if a significant
accident or other event occurs that is uninsured or not fully
covered by insurance, it could adversely affect us.

Commodity Risk

The oit and gas industry is affected by the volatility of
commodity prices. Realized commogity prices received
for such production are primarily driven by the prevailing
worldwide price for crude cil and spot prices applicable to
natural gas. We have a price-risk management policy to use
derivative instruments to protect against declines in oil and
natural gas prices, mainly through the purchase of price
floors and participating collars. At December 31, 2007, we
had price floors in place through the March 2008 contract
month for oil and natural gas; these cover a portion of our
domestic cil and natural gas production for January 2008
through March 2008. The oil floors cover notional volumes
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of 639,000 barrels, with a weighted average floor price of
$71.22 per barrel, and the natural gas price floors cover
notional valumes of 1,330,000 MMB1u, with a weighted av-
erage floor price of $6.90 per MMBtu. Our oil price ficors in
place at December 31, 2007 are expected to cover approxi-
mately 40% to 45% of our domestic oil production during
the first quarter of 2008, and our natural gas price floors in
place at December 31, 2007 are expected o cover approxi-
mately 40% to 45% of our domestic natural gas production
from February 2008 to March 2008.

Employees

At December 31, 2007, we employed 360 persons. Of
these employees, 62 were in New Zealand, inclucing two
expatriate employees. Eleven of our New Zealand employ-
ees are members of a union. None of our other employees
are represented by a union. Relations with employees are
considered to be good. Upon closing of the sale of our New
Zealand assets; we will have no employees in New Zealand
other than expatriate employees.

Available Information

Qur annual reports on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, amendments
to those reports, changes in and stock ownership of our
directors and executive officers, together with other docu-
ments filed with the Securities and Exchange Commission
under the Securities Exchange Act can be accessed free
of charge on our web site at www.swiftenergy.com as soon
as reasonably practicable aiter we electronically file these
reports with the SEC. All exhibits and supplemental sched-
ules to these reports are available free of charge through
the SEC web site at www.sec.gov. In addition, we have ad-
opted a Code of Ethics for Senior Financial Ofiicers and
Principal Executive Officer. We have posted this Code of
Ethics on our website, where we also intend to post any
waivers from or amendments to this Code of Ethics.




Glossary of Abbreviations and Terms

The following abbreviations and terms have the indicated meanings when used in this report;

Bbl — Barrel ar barrels of oil.

Bef — Billion cubic feet of natural gas.

Bete — Billion cubic feet of natural gas equivalent (see Mcfe).
Boe — Barvels of oil equivalent.

Development Well — A well drilled within the presently proved productive area of an oil or natural gas reservoir, as indicated
by reasonable interpretation of available data, with the objective of completing in that reservoir.(1)

Discovery Cost — With respect to proved reserves, a three-year average (unless otherwise indicated) calculated by dividing
total incurred exploration and development costs (exclusive of future development costs) by net reserves added during
the period through extensions, discoveries, and other additions.

Dry Well — An exploratory or development well that is not a producing well,
EBITDA — Earnings before interest, taxes, depreciation, depletion and amortization.

EBITDAX — Earnings beiore interest, taxes, depreciation, depletion and amortization, and exploration expenses. Since Swift
uses full-cost accounting for oil and property expenditures, as noted in footnote one of the accompanying consolidated
financial statements, exploration expenses are not applicable to Swit.

Exploratory Well — A well drilled either in search of a new, as yet undiscovered, oil or natural gas resenvoir or to greatly
exiend the known limits of a previously discovered reservoir.(2)

FASB — The Financial Accounting Standards Board.

Gross Acre — An acre in which a working interest is owned. The number of gross acres is the total number of acres in which
a working interest is owned.

Gross Well — A well in which a working interest is owned. The number of gross wells is the total number of wells in which a
working interesi is owned,

MBb1 — Thousand barrels of oil,
MBoe — Thousand barrels of oil equivalent.
Mcf — Thousand cubic feet of natural gas.

Mcfe — Thousand cubic feet of natural gas equivalent, which is determined using the ratio of one barrel of oil, condensate,
or natural gas liquids to 6 Mcf of natural gas.

MMBbI — Million barrels of ail.
MMBoe — Million barrels of oil equivalent.

MMBtu — Million British thermal units, which is a heating equivalent measure for natural gas and is an alternate measure of
natural gas reserves, as opposed to Mcf, which is strictly a measure of natural gas volumes. Typically, prices quoted for
natural gas are designated as price per MMBtu, the same basis on which natural gas is contracted for sale.

MMcf — Million cubic feet of natural gas.
MMcfe — Million cubic feet of natural gas equivalent (see Mcfe).

Net Acre — A net acre is deemed to exist when the sum of fractional working interests owned in gross acres equals one.
The number of net acres is the sum of fractional working interests owned in gross acres expressed as whole numbers
and fractions thereof.

Net Well — A net well is deemed to exist when the sum of fractional working interests owned in gross wells equals one. The
number of net wells is the sumn of fractional working interests owned in gross wells expressed as whole numbers and
fractions thereof.

NGL— Naitural gas liquid.

Producing Well — An exploratory or development well found to be capable of producing either oil or natural gas in sufficient
quantities to justify completion as an oil or natural gas well.

Proved Developed Qil and Gas Reserves — Reserves that can be expected to be recovered through existing wells with
existing equipment and operating methods.(3)

Proved Oil and Gas Reserves — The estimated quantities of crude oil, natural gas, and natural gas liguids that geological
and engineering data demonstrate wiih reasonable certainty to be recoverable in future years from known reservoirs
under existing economic and operating conditions, that is, prices and costs as of the date the estimate is made.(4)
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Proved Undeveloped Oil and Gas Reserves — Reserves that are expected to be recovered from new wells on undrilled
acreage or from existing wells where a relatively major expenditure is required for recompletion.(5)

Proved Undeveloped (PUD) Locations — A |ocation containing proved undeveloped reserves.

PV-10 Value — The estimated future net revenues to be generated from the production of proved reserves discounted to
present value using an annual discount rate of 10%. These amounts are calculated net of estimated production costs
and future development costs, using prices and costs in effect as of a certain date, without escalation and without giving
effect to non-property related expenses, such as general and administrative expenses, debt service, future income tax
expense, or depreciation, depletion, and amortization.

SFAS — Statement of Financial Accounting Standards.

{1) This is only an abbreviated definition.
4-10(a)(11) of Regulation S-X.

{2) This is only an abbreviated definition.
4-10(a){10) of Regulation S-X.

{3) This is only an abbreviated definition.
4-10(a)(3) of Regulation S-X.

{4) This is only an abbreviated definition.
4-10(a){2) of Regulation S-X.

(5) This is only an abbreviated definition.
4-10(a)(4) of Regulation 5-X.

Please refer to Securities and Exchange Commission's definition of this term at Rule
Please refer to Securities and Exchange Commission’s definition of this term at Rule
Please refer to Securities and Exchange Commission's definition of this term at Rule
Please refer to Securities and Exchange Commission's definition of this term at Rule

Please refer to Securities and Exchange Commission’s definition of this term at Rule
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NOTICE

Those portions (other than ltems 10-14 incorporated by reference to Swift's proxy statement for its 2007 Annual Meet-
ing of Shareholders) oi the Form 10-K Report for the year ended December 31, 2007, not included in this Annual Report to
Shareholders (including certain portions of ltem 1-Business pertaining to "Competition,” "Regulations,” "Federal Leases,”
“Facilities,” “Litigation,” Item 1A-Risk Factors, tem 1B-Unresolved Staff Comments, Item 3-Legal Proceedings, Item 4-Sub-
missicn of Matters to a Vote of Security Holders, ltem 5-Market for Registrant’s Common Equity, Related Stockholder Matters
and Issuer Purchases of Equity Securities pertaining to "Share Performance Graph," Item 9-Changes in and Disagreements
with Accountants on Accounting and Financial Disclosure, Item 9A-Controls and Procedures, tem 9B-Other Information,
and Item 15-Exhibits, and Financial Statement Schedules), with no disclosures having been made as io Item 4, will be pro-
vided without charge to shareholders making a written request to Scoit Espenshade, Director of Corporate Development and
Investor Relations, Swift Energy Company, 16825 Northchase Drive, Suite 400, Houston, Texas 77060. Exhibits filed as part of
the Form 10-K will be provided to shareholders making a written request as set forth above at a reasonable charge sufficient
to cover the Company's cost in providing such exhibits.

NYSE Listing Standards

During 2007, our Chief Executive Officer certified to the New York Stock Exchange (NYSE) that he is not aware of any
violation by the Company of the NYSE's corporate governance listing standards. The certifications pursuant to Section 302
of the Sarhanes-Oxley Act of 2002 for the year ended December 31, 2007, by our Chief Executive Officer and Chief Financial
Officer were included as exhibits to Swift Energy Company's Annual Report on Form 10-K for the year ended December 31,
2007, which was filed with the Securities and Exchange Commission.
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INVESTOR INFORMATION

BOARD OF DIRECTORS

Terry E. Swift

Chairman of the Board &
Chief Executive Officer,
Swift Energy Company

Bruce H. Vincent
President & Secratary,
Swift Energy Company

Rayrmond E. Galvin

Vice Chairman of the Board,

Swift Energy Company,

Retired President,

Chevron U.S.A. Producticn Company

Deanna L. Cannon

Sharehclder & Director, Corporate Finance
Associates of Northern Michigan

Douglas J. Lanier

Retired Vice President,

Gulf of Mexico Busiress Unit,
ChevronTexace Exploration &

Production Company

OFFICERS

Terry E. Swiit

Chief Executive Officer
Bruce H. Vincent
President & Secretary
Robert J. Banks

Executive Vice President &
Chief Operating Officer
Alton D. Heckaman, Jr.

Executive Vice President &
Chief Financial Officer

Joseph A. D'Amico

Executive Vice President

James M. Kitterman

Senior Vice President—Operations
James P. Mitchell

Senior Vice Presideni-Commercial
Transactions & Land

COMMON STOCK, 2006 AND 2007

Greg Matiuk

Retired Executive Vice President,
Administrative & Corporate Services,
ChevronTexaco Corporation
Henry C. Montgomery

Chairman & Founder,
Montgomery Professicnal
Services Corporation

Clyde W. Smith, Jr.

President,

Ascentron, Inc.

Charles J. Swindells

Vice Chairman, Western Region,
U.S. Trust, Bank of America
Private Wealth Management
Raymond O. Loen

Director Emeritus

Virgil N. Swift

Director Emeritus

John C. Branca

Vice President-Expioration & Development
David P. Coatney

Vice President-Production

Thomas E. Schmidt

Vice President-Operating Compliance &
External Retations

Tara L. Seaman

Vice President—Reserves & Evaluations
Steven B. Yakle

Vice President-Corporate Administration
Laurent A. Baillargeon

General Counsel

Adrian D. Shelley

Treasurer

David W. Wesson
Controller

CORPORATE HEADQUARTERS
Swift Energy Company
16825 Northchase Drive, Suite 400
Houstcn, Texas 77060
Telephones: (281) 874-2700

(800) 777-2412

PRINCIPAL SUBSIDIARY
COMPANIES

Swift Energy Operating, LLC.
Houston, Texas

Swift Energy International, Inc.
Houston, Texas

TRANSFER AGENT
AND REGISTRAR
American Stock Transfer

& Trust Company
59 Maiden Lane
Plaza Level
New York, New York 10038

EXCHANGE LISTING

New York Stock Exchange, Inc.
Symbol "SFY"

INDEPENDENT AUDITOR

Ernst & Young LLP
1401 McKinney, Suite 1200
Houston, Texas 77010

COUNSEL

Baker & Hostetler, LLP
1000 Louisiana, Suite 2000
Houston, Texas 77002

Our cammon stock is traded on the New York Stock Exchange under the symbol "SFY." The high and low quarterly closing sales
prices for the common stock for 2006 and 2007 were as follows:

2006

First  Second

Quarter  Quarter

Low $35.48 $35.61
High $49.50 $45.22

2007
Third Fourth First Second Third Fourth
Quarter  Quarter Quarter Quarter  Quarter Quarter
$40.06 $33.10 $37.37 $39.09 $35.98 $39.89
$48.00 $51.84 $44.91 $45.78 $47.31 $47.72

Since inception, no cash dividends have been declared on cur common stock. Cash dividends are restricted under the terms of our
credit agreements, as discussed in Note 4 to the consolidated financial statements, and we presently intend to continue a policy of using

retained earnings for expansion of our business.

We had 231 stockholders of record as of December 31, 2007,

Annual Meeting
4 p.m., Tuesday, May 13, 2008
The Wyndham Greenspoint Hotel
12400 Greenspoint Dr.
Houston, Texas 77060
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